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Winn er y*— , 

Manufacturing - 
fc* Following agriculture 
% to the sidelines? 

IB Tony Jackson, Page 19 


Today the Financial Times begins a definitive 
four-day series setting the scene for g 
the birth of the European single 
currency on January 1. 

Page 4 - 



WORLD NEWS BUSINESS NEWS 


State Department 
warns of attack on 
US targets in Gulf 

American diplomats and citizens 
in seven Gulf states have been 
warned of possible attacks on 
US targets in the next 30 days. 
The State Department said the 
warning was “based on informa- 
tion we deem to be credible and 
serious” and the target could be 
arty US-linked facility, private or 
government 

Animal antibiotics outlawed 
European Union farm ministers 
agreed to ban four antfoiotics in 
anirnaJ feed additives because of 
tears it would make consumers 
more vulnerable to disease. The 
move is tikety to cost the phar- 
maceutical industry hundreds of 
millions of dollars a year. Euro- 
pean news. Page 3 

Germany warns on reform plans 
European Union development will 
be halted, Germany warned, 
unless the EU’s ambitious 
Agenda 2000 budget reform 
negotiations are concluded by 
the end- March deadline EU lead- 
ers have set Germany’s EU 
preside ncy starts next month. 
European news, Page 2 

Chancellor steps into N-dispute 
Chancellor Gerhard Schroder 
intervened in a potentially dam- 
aging dispute with the energy 
industry over German plans to 
stop using nuclear power. Euro- 
pean news. Page 8 

N Ireland march banned 
The Northern Ireland Parades 
Commission has banned a march 
by the Protestant Orange Order 
along the CathoHc Garvaghy;. . 
Road in Portadown on Saturday, 
tt said the Orange Order had not 
reached agreement with resi- 
dents of the area 

Mffitary folk ‘severed’ says China ’ 
China's armed forces have fin- 
ished handing ova- the vast busi- 
ness empire to civilian control, 
Beijing said, though it gave no 
details. Asian news. Page 8 

Anwar .‘ ma ttress* evidence 
A stained mattress was seized 
from an apartment where former 
deputy prime minister Anwar 
Ibrahim allegedly had sex with 
the wife of his former private 
secretary, a senior police officer 
told the court trying Mr Anwar. 
Asian news. Page 8 

Local Daewoo chief makes appeal 
Daniel McLamon, managing 
director of Daewoo Electronics in 
Northern 1 red and, urged the UK 
government to put pressure on 
the South Korean government to 
halt the proposed corporate 
swap with Samsung UK news, 
Page 12 

CentAra to get $6bn aid 
Central America will receive at 
least $6.3bn In international sup- 
port for repairing the damage by 
Hurricane Mitch In October. 
American news. Page 10 

Puerto Rico’s approach to US 
Puerto Rico governor Pedro Ros- 
sedo. still Intends to ask for the , 
island to be made the 51st state j 
of the US even though his pfa n 
was rejected in a plebiscite. 
American news. Page 10 
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IBM’s ‘Ask HR’ 

Pan-European call centre 
with a personnel touch 
Management, Page 13 
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Germany and isie KoEacaust Hong Kong 

New debate exposes New focus on training 
frail and tortured identity to fight unemployment 
Page 3 Page 8 


Shell launches $4.5bn restructuring 


Defence talks may 
hit BAe moves tor 
tie-up with Dasa 

Negotiations between British 
Aerospace and General Electric 
Company of the UK threatened 
to undermine BAe's efforts to 
secure a merger with Daknter- 
Chrysler Aerospace of Germany. 
Companies and Markets, Rage 
21; Analysis, Page 22 

Japanese government bond 
prices fen sharply after the Minis- 
try of Finance Indicated that next 
year’s new issue volume could 
be almost double this year’s level 
and that government controlled 
funds would buy a smaller share 
of the issues than expected. 

Page 20; Bank of Japan, Page 
8; Better late than never, Page 
18; Observer, Page 19 

Sanofi and LVMH confirmed they 
were in talks on Sanoffs beauty 
business in a move that could 
see Yves Saint Laurent added to 
LVMH's stable of luxury brands. 
European companies. Page 22; 
Observer, Page 19 

National Grid, the UK power 
transmission group, launched a 
£1.9bn ($32bn) agreed cash bid 
for New England Electric System. 
Companies and Markets, Page 
21; Lex, Page 20 

Deutsche Bark, Germany's 
biggest, has expressed an inter- 
est in buying the cable television 
network of o.teLo, the telecom- 
munications company owned by 
industrial groups ~RWE and Veba. 
European companies, Page 22 

The woritfs feeding financial 
reportingreguJators proposed 
harming merger accounting'. 

Page 2D; Lex, Page 20^ New 
accountancy rules. Page 6 

Shares in Mattel, the waricTs 
biggest toy company, fell after it 
warned that sales and profits 
were faffing short of expectations 
in the run-up to Christmas. Com- 
panies and Markets, Page 21 

Credit Suisse Rest Boston’s 
long-term debt rating was down- 
graded by Moody’s, the credit • 
rating agency, from Aa3 to A1. 
European companies. Page 22 

AnsfraBa’s industrial relations 
commission ordered more than 
20,000 striking ooal miners back 
to work in efforts to avert a crisis 
oyer the expected collapse In 
coal export prices. CommocB- . 

ties. Page 32 

DePfe, the Germain pubflp-sector 
bank, will become the first non- 
Japanese bank to enter Japan's 
state lending business^ ^ early next , 
year after receiving a Japanese - 
banking Bcenca Asia-Pacific 
companies, Page 24 

Gddnian Sachs, investment bank, 
reported fouth-quarter earnings 
of less than a fifth of what they ., 
were In the previous year. US 
companies, Page 25 

tocmitanacKa^ 

Closing days for y . 
acosy cartel 
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By Robert Corzine 

Royal Dutch/Shell, one of the 
world's biggest oil companies, 
yesterday unveiled the most 
sweeping restructuring In its 100- 
year history to boost Its poor per- 
formance against rivals Exxon 
and British Petroleum. 

Mark Moody-Stuart, chairman, 
said he was committed to turning 
round the sprawling Angio-Dutch 
group, which announced a $4J5bn 
restructuring charge and the sale 
of 40 per cent of its worldwide 
chemicals business. 

But he rejected suggestions 
that Shell needed to join the 
wave of mergers sweeping the 
sector, which is reeling from oQ 


Oil giant to sell 40% of worldwide chemicals business 


prices near 12-year lows and a 
cyclical downturn in most com- 
modity chemical markets. 

“We have looked at merger pos- 
sibilities . . . and, il the right 
opportunity arises, we will act," 
he said. “But we are large 
enough to be the leading com- 
pany without any merger." 

Analysts believe Shell could 
save trillions of dollars if it ran its 
asset portfolio with as much dis- 
cipline as Exxon and BP, which 
have recently announced merg- 
ers with Mobil and Amoco 
respectively. 

Mr Moody-Stuart confirmed the 
weakening of Shell’s traditional 


Clinton flies to 
Gaza and makes 
Arafat’s day 


By Stephan Fkfler in Gaza City 

The Israelis did not want him to 
arrive in Air Fence One, but to 
travel by land to Ohm Interna- 
tional Airport. Instead, President 
Bill Clinton and his entourage 
made a more dramatic entry. 
First, out of the eastern sky, 
three US Navy transport helicop- 
ters swept in, kicking up storms 
of fine sand. Then three sleek 
green and white helicopters 
appeared in the distance, the last 
of them Marine One, the presi- 
dent's own. 

Yassir Arafat the Palestinian 
leader, greeted Mr Clinton as be 
stepped mi to a red carpet at the 
airport, Tm profoundly hon- 
oured to be -the first American 
president to address the Palestin- 
ian people in a city governed by 
the Palestinians,” he said..' 

• Gaza International, .airport 
finally' opened three weeks ago 
under the Wye River accord, bro- 
kered alter immense personal 
effort by Mr Clinton himself. 

The visit was a little noticed 
aspect of the Wye agreement But 
it took time for the Israeli gov- 
ernment to wake up to the conse- 
quences: that the US president 
would dignify Palestinian aspira- 
tions to statehood by flying in. 

The trip offered Mr Clinton an 
opportunity to cast US policy in 
the Middle East - historically 
strongly biased towards Israel - 
as more even-handed, 


WestLB may take 
over FI bond issue 


By JonattianFord in London 

Westdeutsche Laudesbank, 
Germany’s largest public sector 
bank, is In advanced talks with 
Morgan Stanley Dean Witter 
about taking over its troubled 
bond issue for Bernie Eccles- 
tone’s Formula One motor racing 
company. 

- The deal would result in the 
issue shrinking in size from $2bn 
to SL4bn. The bonds would not 
I be listed on a stock exchange ami 
would subsequently be privately 

placed. 

A person dose to the talks said 
Morgan Stanley could retain a 
participation but was likely to 
sell most of the bonds to WestLB 
if the deal went ahead. 

The German hunk, which h«s 
been building its presence in the 
asset-backed securities market, 
believes it can find places for the 
bonds. It could reach a decision, 
as early as today on whether to 
invest. 

A deal would provide Morgan 
Stanley with an exit from Its 
commitment to sell the bond 
issue. It has received a lukewarm 
reception because tf uncertainty 
over the outcome of an inquiry 
by European Commission compe- 
tition authorities into Formula 
One.; 

' “ Last month. Morgan Stanley 
abandoned plans to create a syn- 
dicate to underwrite and sell the 
bonds after the investment banks 
it Invited turned the offer down. 
These included Wartong DOkm 
Read, Salomon. Smith Barney and 


Merrill Lynch. Since then. Mor- 
gan Stanley is understood to 
have had talks with a number of 
financial institutions about 
restructuring the deal. West LB 
has emerged as a substantial pro- 
spective investor. 

Morgan Stanley stressed that it 
remained in talks with between 
five and eight potential investors, 
all of whom had the potential to 
buy in significant size. “We 
would expect this group to form 
the core of the investor base, and 
as a matter of policy Morgan 
Stanley never comments on indi- 
vidual potential Investors," the 
bank said in a statement 

Mr Ecclestone, who has been 
involved In the talks, has i 
accepted a reduction in the size 
of the issue, according to a per- 
son close to the prospective deal- j 
Under the outline deal, the $2bn 
issue would be split into two 
trenches, of which only a $1.4bn 
senior tranche would he sold to 
investors. 

Mr Ecclestone decided to press 
ahead with the bond amid an 
ongoing investigation by the 
European Commission into the 
commercial arrangements for 
televising. Formula One motor 
racing. 

When Formula One outlined 
plans in September to raise up to 
$2bn in a bond issue, Mr Eccles- 
tone said there were only “a few 
minor issues" outstanding with 
the commission. However, the 
European authorities have 
remained silent on the outcome 
of their inquiry. 
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collegiate decision-making sys- 
tem. There win be a much 
greater degree of executive 
accountability. Mr Moody-Stuart, 
who is expected slowly to assume 
the more direct powers of a tradi- 
tional chief executive, admitted 
there would be personal conse- 
quences if he failed to deliver the 
promised improvements. 

Shell intends to achieve f2J>bn 
in annial cost savings by 2001, 
mainly through reducing unit 
costs and cutting capital invest- 
ment by $5bn to gllbn a year. 
Substantial job losses are expec- 
ted to result from the restructur- 
ing, although Mr Moody-Stuart 


refused to be drawn on exact 
□umbers. But he said total losses 
would be mare than the 4.000 
already announced fhts year. 

The most dramatic action will 
be taken in Shell's chemical divi- 
sion. The company will focus on 
base chemicals and reduce its 
exposure in speciality products, 
which he said had foiled to pro- 
vide good returns under Shell 
management: "But we wont go 
Into a fire sale." 

Analysts were especially con- 
cerned to know whether Shell's 
dual corporate structure, which 
Is finely balanced between the 
UK and Dutch arms of the group. 


was appropriate for the ambi- 
tious task ahead. There was also 
concern about possible internal 
opposition to the changes. 

Mr Moody-Stuart said “nothing 
was sacred", although there was 
“no rush" to adopt a different 
structure or to unify the group, 
as same analysts have argued for. 
“Any obstacles in our system will 
be removed," he said. 

In future. Shell's upstream pro- 
duction projects will have to be 
folly profitable with average oil 
prices of S14 a barrel, and must 
be able to cover tbeir costs at $10 
a barrel or less. 

Lex, Page 20 

Shell tightens belt, Page 23 


“We hope that you will begin 
to see America as your friend," 
he told the Palestine National 
Council - a gathering that 
included some individuals once 
branded by the US as terrorists. 

Mr Clinton also used the trip to 
bolster Mr Arafat, showing the 
Israelis and Bejamin Netanyahu's 
government that the US is ready 
to respect what the president 
called the Palestinians' “legiti- 
mate aspirations". 

US officials insis t that the com- 
mitment to Israel’s security 
remains unshakeable and that 
the president's visit was not 
meant as an implicit recognition 
of Palestinian statehood. State- 
hood remains an issue, they say, 
for Israeli-Palestlnian negotia- 
tions. . 

But it was, and was probably 
meant to be, Yassir Arafot's day. 
As. he and his wife accompanied 
the presidenVaround the new air- ' 
port, he beamed. 

As Mr Clinton cut the ribbon to 
inaugurate the airport, Mr Arafat 
encouraged him to make several 
cuts, giving pieces of the ribbon 
to the president and First Lady 
and keeping one for himself. 

Mr Clinton has taken risks in 
yesterday's visit but some US 
officials view Mr Netanyahu's 
grudging attitude to the peace 
process as driving him to take 
the gamble. 

Moreover, with the threat of 
impeachment hanging over his 



President C&nton, flanked by his wKe HiBary and Palestinian leader Yastir Arafat, aft Gaza International Airport 


head, the Middle East may be one 
place - like Ireland - where he 
can salvage his reputation. 

And while Mr Clinton lent sup- 


much of the crowded 140 square 
miles of the Gaza Strip. 

As Mr Arafat waited in the VIP 
lounge of the Moroccan-designed 


planes streaked by overhead - a 
reminder that in the matter of 
Middle East peace, Israel still 
holds most of the cards. 


port to Mr Arafot’s efforts, there airport for Mr Clinton's arrival, 

are signs all over Gaza of the and a military band practised the CVuton turns on Die charm, Page 6 
continuing Israeli occupation of Happy Wanderer, Israeli war- White House plea tor vote, Page 10 


opportunity. 
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EUROPE 


AGENDA 2000 EU'S DEVELOPMENT UNDER THREATJF NE GOTIA TIONS STALL, WARNS GERMANY'S FOREIGN MINI STER : - 

Bonn says failure to secure deal wifi create logjam 


By Peter Harman in Brussels 

Germany yesterday warned 
that failure to conclude the 
ambitious Agenda 2000 nego- 
tiations to reform the Euro- 
pean Union's budget, farm 
and regional aid pro- 
grammes by the end-March 
deadline set by Ell leaders 
would “inevitably halt the 
union's development". 

Spelling out the priorities 
of Germany’s sis month EU 


presidency, which starts 
next, month, Joschka 
Fischer, the Bonn foreign 
minister, said lack of a posi- 
tive conclusion at the special 
EU summit called for March 
24-25 in Brussels would cre- 
ate a “logjam of problems’', 
that would also damage the 
"historic" process of enlarge- 
ment to include former com- 
munist eastern and central 
European countries in the 
EU. 


Enlargement, Agenda 2000 
and the framing of an 
employment pact fay the 
summer were the three main 
policy priorities among a 
"multitude of important 
tasks” facing the German 
presidency. 

The presidency would 
start at the same time as the 
launch of Europe’s single 
currency, the euro, in 11 
member states and coincide 
with other important, his- 


toric decisions In the EU, be 
said. The Amsterdam 
Treaty, increasing the rights 
of the European parliament, 
would probably enter force 
during the next six months. 
Other landmarks would be 
European parliamentary 
elections in June and the 
need to start the process of 
choosing a new European 
Commission to replace the 
union’s existing executive 
body from 2000. 


Euro destined to swoop in 
on the wings of a stork 


By Nell Boddey In Brussels 

As all new-boms should, the 
single European currency 
will arrive on New Year's 
Eve on the wings of a stork 
- at least in the imagination 
of the European Commis- 
sion. 

But the 3,000 balloons to 
be released in Brussels to 
mark the event were provok- 
ing debate yesterday. 

As well as detailing the 
timetable for the final hours 
before the euro's birth, the 
EU's Brussels-based execu- 
tive unveiled the stork, the 
traditional symbol of happy 
arrivals, as the logo for the 
event 

A cartoon animation - vis- 
ible on the website eur- 
opa.eudnt/eurobirth - shows 
the bird swooping from the 
skies onto a map of Europe 
and releasing fluttering euro 
symbols from the bundle in 
its beak. The reality will be 
more prosaic. 

Central bankers of the 11 
participating currencies will 
commune by video confer- 
ence at llam. 

Wim Duisenberg, presi- 
dent of the European Central 
Bank, will participate at the 
Belgian National Bank in 
Brussels. 

Bankers will check the 
market rates of the curren- 
cies against the dollar, to 



New arrival: Commission's stork logo wS launch the euro 


enable final calculation of 
the value of the Ecu - the 
basket of currencies of the 12 
EU member states at the 
time of the Maastricht treaty 
- a gainst the dollar. 

This will become the 
starting euro to dollar rate, 
from which the value of the 
euro against participating 
currencies will be calculated. 

The Belgian national bank 


will transmit the data at 
lL30am to monetary officials 
at the Commission, who will 
fin In the gaps in the prat 
pared draft legislation ready 
for si g nin g by Jacques San- 
ter,' Commission president, 
and Yves-Thlbault de Silguy. 
monetary affairs commis- 
sioner. 

Mr de Silguy and Mr San- 
ter will pop round the comer 
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Mr Fischer stressed that 
Germany was committed to 
EU enlargement as soon as 
possible. "There will be no 
renunciation, no delay, that 
would be a historic failure," 
Mr Fischer said. 

However, he strongly 
defended the retesal of Ger- 
hard Schroder, the German 
chancellor, to set target 
dates for the accession of 
those countries currently 
negotiating with the EU. 


Such deadlines could per- 
hagor be useful in one or two 
years thne when the difficult 
negotiations with Poland. 
Hungary, the Czech Repub- 
lic, Estonia, Slovenia and 
Cyprus had progressed fur- 
ther. 

An Agenda 2000 pro 
gramme that would cut 
spending on agriculture and 
freeze regional aid waa 
essential to make the union 
capable of enlargement 


"because there will be no 
additional money” for the 
EU. Mr Fischer warnef 

Striking a conciliatory 

note on Germany’s demands 
for a reduction in its 
DM22bn tflSbn) net contri- 
bution to the EU. he pointed 
ant t fr*» Bonn still intended 
to bea nor contributor. But 
the government had to take 
account of an “objective 
change” in German public 
opinion which was now far 


SINGLE CURRENCY LA UNCH COU LD BE HAMPERED BY UNION AC TI ON . . . • 

German banks play down threat 


to the Council of Ministers 
building at 1220pm to meet 
EU finance ministers, Mr 
Duisenberg. and the TV cam- 
eras and unveil the final cur- 
rency rates on a huge elec- 
tronic board. 

Ministers will adopt the 
rates in a rare, televised cer- 
emony, before children in 
the Council courtyard 
release 3.000 blue balloons 
bearing the euro logo. 

Officials said the figure 
had no particular signifi- 
cance - it was the largest 
number possible to release 
without authorisation from 
air traffic control at nearby 
Zaventem airport. 

They also played down the 
fact the balloons will be 
filled with hot air - or any 
association with soaring 
inflation. 

"The primary objective of 
the European Central Bank 
is price stability,’’ assured 
one official. 

But some technical details 
remain to be worked out - 
not at the currency, but the 
balloons. They must be bio- 
degradable to avoid the risk 
of birds choking on the 
deflated remnants - just the 
kind of publicity the euro 
could do without, especially 
if they happened to be 
storks. 

Euro-bunch, Page 4 


By Graham Bowby 

Germany's banks yesterday 
said they would suffer lim- 
ited effects at worst from 
union threats to disrupt the 
launch of the euro next year 
by refusing to work longer 
hours. 

But the country’s leading 
banking unions, covering 
about half a million employ- 
ees, said that unless their 
demands for better pay and 
conditions were met. they 
would consider hampering 
the introduction of the new 
single currency. 

There have already been 
rfawhos in some institutions 
between management and 
works councils and the 
church over longer hours 
and working on holidays. 
Smaller hauieg are thought 
to be particularly vulnerable 
in the run-up to the euro. 


“One has to be concerned 
because this is an extremely 
important step that we have 
in front of us and we have to 
make it a success. But the 
unions realise it too. I hope 
it is nothing more than the 
scat of threat usual at the 
beginning of negotiations," 
said Commerzbank, one of 
the country’s biggest banks. 

Only around 10 to 15 per 
cent of bank workers are 
union members, Commerz- 
bank said. 

Most banks have dis- 
missed the threats as postur- 
ing to coincide with the start 
of wage negotiations, which 
began in Frankfurt yester- 
day. 

Banking unions are 
demanding a 6.5 per cent pay 
increase next year. 

“This is a way for us to 
make it very difficult for 
banks to ignore what we 


want from the negotiations.’' 
said HBV. one of the bank- 
ing ^minn<L . . 

Financial sector workers 
will be expected to work lon- 
ger hours and weekends to 
prepare banks for the 
changeover to the single cur- 
rency In January. There will 
be intense activity ahead of 
the euro's launch next 
. month. 

But there will also be an 
increased workload over the 
following three years con- 
verting accounts and prepar- 
ing customers for the intro- 
duction of euro notes and 
coins. 

The Deutsche Bfirse, 
Frankfurt's stock exchange, 
has already encountered 
resistance from unions and 
the church over its plans to 
open on traditi onal holidays. 
It wants to extend its trading 
hours to bring It into Una 


BAN K OF ENGL A ND ‘INST ITUTI ONS MU ST BE PREPARED FOR PO TENTIAL PROBLEMS’ 

Warning on contingency plans 


By Victoria BakfcsU 

The Bank of England 
yesterday warned financial 
institutions that they must 
make contingency plans for 
potential problems arising 
over the euro conversion 
weekend. 

In its report, “Practical 
Issues Arising from the 
Introduction of the Euro," 
the Bank says that despite 
extensive rehearsals, the 
scale and complexity of the 
event means that some risks 
cannot be ruled out 

Problems could include 
blockages in the new pay- 
ment and settlement 
systems; difficulties in 
redenominating securities; 
delays in providing informa- 


tion in euros; and problems 
with the conversion pro- 
cesses at individual institu- 
tions. Any combination of 
these events could leave 
financial institutions short 
of liquidity, or with unin- 
tended risk exposures. 

The report repeats the 
Securities Industry Emu 
Group’s recommendation 
that institutions enter the 
weekend with as few out- 
standing failed trades as pos- 
able, and notes that some 
companies will be reducing 
their trading activity to min- 
imise their workload. During 
the weekend itself, compa- 
nies must make sure that 
they have contingency plans 
in place, such as having staff 
on call, securing additional 


fines of credit and strength- 
ening liquidity positions. 

The Financial Services 
Authority will be available 
to guide individual institu- 
tions through difficulties. 
But should problems arise 
which threaten the function- 
ing of the whole financial 
system, it will be the respon- 
sibility of the Bank of 
England's financial stability 
team to respond. 

John Townend. the Bank’s 
director for Europe, said; 
“Given the huge amount of 
preparation and the extent 
of testing and trialling, our 
expectation is that the con- 
version weekend will be suc- 
cessful." 

If the Bank team was 
called on it would have the 


poster to take a number of 
measures, including the pro- 
vision of emergency liquid- 
ity. 

Mr Townend played down 
suggestions that, should 
things go badly wrong, the 
markets might not open on 
January 4 next year. 

The European Central 
Bank, meanwhile, wifi act 
mainly as an information 
hub over, the conversion 
weekend, but will stand 
ready to step in should prob- 
lems arise which affect the 
region as a. whole. 

Practical Issues Arising from 
the Introduction of the Euro, 
from the Bank of England 
Public Enquiries Group, tel 
0171 601 4012. or at wwio. 
bankofmglamLca.uk} piq.htm 


Flexible policy still at issue 

Bank's chief economist says strategy may not last forever and could be replaced by 
Bundesbank-styfe monetary targeting, writes Wolfgang MQnchau 



A fter months of dis- 
cussion, the Euro- 
pean Central Bank 
recently adopted the mone- 
tary policy that will guide 
Interest rates for the 11 
countries altering European 
economic and monetary 
union on January l. 

But that does not mean 
the issue has been resolved 
for good. 

Otmar Issing, the ECB’s 
chief economist said last 
week that Us current “flexi- 
ble” strategy may not last 
forever, and could be 
replaced by B undeshank- 
style monetary targeting 
after some time. 

The battalions of the mon- 
etary targe ters. led by Mr 
Issing himself, have only 
staged a tactical retreat 
They are not yet ready to 
admit defeat 

There was a time when 
central banks fell into two 
categories, depending on 
whether they were "rule- 
based" or "discretionary". 
The Bundesbank and the 
Bank of England are known 
as rule-based because they 
operate on the basis or a 
published policy guideline - 


ECB watch 


a monetary target range in 
the case of the Bundesbank 
and an inflation target for 
the Bank of England. 

If the data deviate from 
the target, the central bank 
is supposed to act If it fads 
to act, it bas to explain why. 
The Federal Reserve, by con- 
trast, operates no visible 
monetary policy rules. Its 
approach, which involves 
looking at a variety of eco- 
nomic and financial indica- 
tors, is known as discretion- 
ary. 

In reality, the distinction 
is not clear-cut. Recent 
research - has shown that all' 
the main central banks, 
including the Bundesbank, 
behave in a similar way. 

John Taylor, a US econo- 
mist,. has found a simple 
arithmetic rule to describe 
their behaviour. The Taylor 
rule says that central hanks 
take two factors Into account 
when setting interest rates: 
the difference between cur- 
rent Inflation and the 
desired inflation rate, and 
the difference between cur- 
rent economic output and 
potential output. So while 
central banks seek to bring 
inflation to the desired rate, 
they are also concerned 
about maintaining economic 
growth- . 

The Bundesbank stands 
out only in as much as it 


attaches a higher weight on 
Inflation. But it behaves in 
the same way as most of the 
other central banks. 

There are two strands to 
the ECB's current monetary 
policy strategy. One is a 
monetary reference range, 
which would allow M3, a 
broad measure of money 
supply, to grow by 4^ per 
cent But it falls far short of 
a monetary target The ECB 
is free to ignore it if it 
wishes to. 

The other strand is a mix 
of economic indicators, 
including growth, exchange 
rates and inflation forecasts. 
Mr Issing calls It a “flexible” 
rather than a “discretton- 
. ary” strategy. 

But he also said he pre- 
ferred a monetary target 
contrary to the recommenda- 
tion of a large nudoijty of 
economists, who advocate a 
direct inflation target. 

Direct inflation targets are 
not in principle superior to 
monetary targets. Most cen- 
tral banks that have adopted 
them did so because of the 
failure of monetary target- 
ing. That was the case in the 
UK, which abandoned' a I 
strictly monetarist approach 1 
In the mid 1980s, but it is not 

so clear whether monetary 
targeting also failed in Ger- 
many. 

Some, economists believe 


Economic indicators foreuro -11 countries 
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■ Germany’s economic pol- 
icy priorities wm detailed 
separately in a German gov- 
ernment document distrib- 
uted la Bt uctiIp . Boning the 
hallmark of Oskar Lnlon- 
tainc. the finance minister, it 
mm the launch of the euro 
“should be used to introduce 
appropriate arrangements to 
stabilise realistic exchange 
rates between the nfajvr cur- 
rency blocks”. 
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with Target, the European 
payment system that wifi 
support the euro. 

“The big five banks ore 
extremely well prepared. 
The worry is that the 
smaller ones- have only 
started to think about it. 
They have not realised the 
scale of the change.” sold 
one industry specialist who 
advises the blinks. “I get 
some peculiar questions. 
They should know better by 
now.” she said. 

Ranking unions said they 
would stop short of strikes. 
But they said they would be 
allowed by law to limit 
working hours tu a mini- 
mum. 

After several years of rela- 
tively moderate pay 
Increases, the high demands 
have drawn fierce criticism 
within Germany and have 
been attacked by industry. 




If 






that the financial world has 
become too complex to be 
dealt with through a mone- 
tary policy rule. This may be 
the case in the earo-zone, 
which may be suffering tran- 
sition shocks as a result of 
monteray union. 

Mr Issing admits that It is 
not feasible to use monetary 
targeting during the transi- 
tion. But by hang in g on to 
the ghost of monetary tar- 
geting through the adoption 
of a highly opaque strategy 
- one that creates no policy 
presumption - the ECB has 
adopted the worst of all 
worlds; it pretends to be 
rule-based, while in reality it 
pursues a policy of pure dis- 
cretion. 

*Clarida R., J. Gali, and &l 
Gertler, "Monetary policy 
rules in practice. Some inter- 
national evidence ”, European 
Economic Review ( 1998) 
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FOOD SAFETY LEGAL A CTION THREAT ENED 

Brussels bans 
antibiotics in 
animal feed 


By MWteel Smith h Brussels 

The European Union faces 
legal action after its agricul- 
ture ministers . yesterday 
banned the use of four anti- 
biotics in animal feed amifl 
fears of increasing h uman 
resistance to life-saving 
drugs. 

Rejecting intense lobbying 
from the manufacturers, 
including Pfizer and Rh 6 oe- 
poulenc, 12 of the ELTs 15 
farm ministers, a qualified 
majority, voted for a prohibi- 
tion. Ministers Grom Spain, 
Belgium and Portugal 
abstained. 

The decision follows 
advice from the European 
Commission, the EU's execu- 
tive, that the antibiotics 
could weaken the effective- 
ness on people of drugs 
which contain them or 
related antibiotics. 

Pfizer is already suing 
Denmark for a unilateral 
ban on one of the antibiotics, 
virginiamycin, and said it 
would take similar action 
against the Commission. 

Along with Rhfine-Pool- 
enc, Alphanna and Elanoo, 
makers of the other antibiot- 
ics. it says the ban is not 
justified by scientific evi- 
dence. 

Elanoo. a subsidiary of Eh 
Lilly, said it was considering 
all options including legal 
action. Farmers also opposed 
a ban, saying it would cut 
profitability. The antibiotics 
are used to promote growth 
of animals, mainly pigs and 
poultry. 

The ban is part of the EU's 
safety-first approach to food 
prompted by the controversy 
over BSE or “mad cow” dis- 
ease. EU scientists say there 
is no proof that use of antibi- 
otics in animal feed can 
weaken h uman resistance to 
drugs but believe there is a 
risk. 

Franz Ftsdhler, EU farm 
commissioner, has also 
ordered an investigation into 
the other four antibiotics 
which are licensed for use 


Schroder intervenes in nuclear dispute 


in animal feed, raising 
the possibility that they too 
will be banned. • . 

Nick. Brown, UK farm min- 
ister, said the Commission's 
proposal was based on sci- 
ence. 

“The British government 
and other governments have 
done work in- this area and It 
tends towards the same con- 
clusion. 

"The- -danger is that 
growth promoters come 
through into the human food 
fbain and over Htup human 
resistance to medicines is 
reduced." 

In spite of ministers' sup- 
port for the ban, several 
expressed concern that it 
would not apply to imported 
animals and meat and would 
thus cut the competitiveness 
of EU farmers. 

The Commission was 
. asked to Investigate the 
implications. 

EU sales of the four ban- 
ned antibiotics - virgmiamy- 
cin, spiramycin, tysolin 
phosphate and bacitracin 
zinc - amount to mare than 
EcuSOOnj ($356m) a year. 

Bob Jones, Alphanna vice 
president, said the ban on 
his company’s product, baci- 
tracin, was “too absurd to be 
true” since it had been used 
safely for more than 50 
years. For humans , it was 
used for application to the 
skin and never absorbed into 
the body, he said. 

The ban will apply from 
nest July for most countries. 

Farm ministers also 
approved a food aid. package 
for Russia worth, about 
Ecu400m. Mr Fischler 
acknowledged risks that the 
food could end up on the 
world market rather than 
with the Intended recipients. 
However, this would be 
reduced by regular audits 
coupled with disbursement 

in rnstflUmpnftq 

Yesterday's decision was 
the last big hurdle for the 
food package. Parliament is 
likely to approve it later thin 
week. 


By Frederick Bttderaaoi 
in Boon 

Gerhard. Schrdder, the 
German chancellor, yester- 
day intervened personally in 
a potentially damaging dis- 
pute over his government’s 
plan for withdrawing from 
nuclear power. 

After taiirs at the chancel- 
lery with the heads of four of 
the country's big energy 
companies, Mr Schrfider said 
both sides agreed that an 
exit from nuclear power 
needed to be reached by con- 
sensus. He said the govern- 
ment would respect ques- 


tions of ownership and 
address claims for damages. 

Mr Schrfider said a time- 
table for withdrawal, which 
is one of the coalition treaty 
commitments of his “red- 
green” government of Social 
Democrats and Greens, 
would be determined by a 
series of talks between min- 
isters and industry. He said 
the talks would start in Jan- 
uary and have a 12 -month 
deadline. If consensus is not 
reached, the government 
would Impose legislation. 

Mr Schrfider also said that 
international obligations 
needed to be checked thor- 


oughly to avoid any possible 
breach-of-contract claims. 

The environment ministry 
has delayed the expected 
publication of a draft amend- 
ment to the country's atomic 
power law while the govern- 
ment has examined con- 
tracts between German utili- 
ties and their French and 
British partners for any pos- 
sible constraints. 

The government insists 
the amendment must be 
presented to parliament 
before talks about decom- 
missioning can begin, since 
it wants tbe amendment to 
form tbe basis of the talks. 


However, tbe atomic 
power station owners, 
including the Veba. Viag and 
RWE energy combines, said 
such a sequence would be 
unfair as the amendment 
would effectively bind their 
bands before talks began. 

The dispute has also high- 
lighted differences within 
tbe government, particularly 
between the environment 
ministry, which is held by 
tbe Greens, and the econom- 
ics ministry, which is 
beaded by a former Veba 
executive, Weiner M Oiler. 

The amendment has six 
main points, including a 


clear commitment to with- 
drawing from nuclear power, 
the increase of insurance 
cover for power plants, the 
tightening of safety proce- 
dures and the liability of 
operators for potential 
health risks. The amend- 
ment also stipulates that 
nuclear waste should move 
directly to its final storage 
place and not. as is currently 
the case, be reprocessed. 

France and Germany 
agreed last month to estab- 
lish a working group to con- 
sider the implications of 
withdrawal from nuclear 
power. 



a divided 
Germany 

Many Young Germans 
would like to be 
allowed to put the 
Nazi era behind them, 
says Graham Bowley 

I n 1848, Germany's national 
identity was forged in 
Frankfurt’s Pauls kirche 
when tbe first meeting of the 
country's parliament took 

pla>« «> in ttc - ftffhning ball 

A century and a h«if later 
the grand red-brick church 
formed the backdrop for a 
painful debate about Ger- 
many and the Holocaust, 
which has revealed how Ger- 
many’s national identity is 
stm tortured and frail. 

Martin Walser, an elderly 
novelist, announced to a 
gathered crowd of publishers 
that Germans should no lon- 
ger be preoccupied with the 
shameful events of the 1930s 
and 1940s, and complained of 
the media’s “constant pre- 
sentation of our shame”. 

In his comments, a few 
weeks ago. Mr Walser 


Marti Wsteer (WQ contained of the 'constant presentation rt our shame 1 . He was attacked by Ignate Bub® tor ‘intaUectuaS arson’ AP 


emphasised he did not wish 
to deny the Holocaust or 
play down Its significance. 
But he said he thought it 
was time for Germany to 
stop wallowing in its past 
guilt and to look to the 
future. He argued tbe way 
Germans remembered what 
happened bad become rou- 
tine and therefore meaning- 


“My speech is not the 
speech of the extreme right 
My criticism was directed 
against the media, for the lip 
service they pay, the func- 
tionaries’ speech they use,” 
he said from his home in 
southern Germany. 

His comments have been 
particularly resonant for 
political reasons. Many Ger- 
mans are looking to a new 
generation of leaders who 
have called for Germany to 
focus on building a new 
country rather than on the 
sins of their fathers and 
grandfathers. The most 
prominent such politician is 
Gerhard Schrfider. Ger- 
many’s first leader of the 


modem era to have little 
direct experience of the sec- 
ond world war. 

But Mr Walter's remarks 
appalled other Germans con- 
vinced that memory of the 
Holocaust should form a cen- 
tral part of tbe national iden- 
tity. 

“You can’t escape the 
past,” said Michel Friedman, 
a lawyer and a member of 
the German Central Council 
of Jews, at his office in the 
centre of Frankfurt. “This is 
a fight about Identity in this 
country, where are we com- 
ing from and what we want 
to be.” 

Ignatz Bubis, tbe leader of 
the Jewish community in 
Germany, accused Mr Wal- 
ser of “intellectual arson”. 
He said he detected “latent 
anti semitism " in What the 
writer and his supporters 
said, although he withdrew 
some of his claims last week 
in an attempt at reconcilia- 
tion. 

“It would have been better 
If the debate had never 
taken place. For me the 


effects are terrifying." said 
Julius Schoeps, head of the 
Moses Mendelssohn Centre 
for European Jewish studies 
in Potsdam. He said the 
attacks on Jewish sites, such 
as cemeteries, rose alarm- 
ingly when issues surround- 
ing the Holocaust were 
played out in the media. 

Mr Schoeps argued that 
Mr Bubis should have stayed 
silent rather than continue 
the debate because “it 
becomes very much Ger- 
mans versus Jews." 

But the debate was also 
fanned by influential sup- 
porters who rallied to Mr 
Walser’s side. Klaus von 
Dohnyani. a former mayor of 
Hamburg and a leading 
Social Democrat whose 
father was executed by Hit- 
ler. complained of “the all 
too frequent attempts by 
others to use our conscience 
for their own advantage”. 

Such comments hit home. 
Many Germans, especially 
younger generations, are 
tired of being branded 
abroad as Nazis and tainted 


by events which they see as 
belonging to the country's 
distant past. One of the most 
recent examples of how the 
past has plagued the present 
has been a flood of expensive 
legal claims from foreign 
survivors of the Third Reich 
against German banks and 
companies for their role in 
the German war machine. 

Since Mr Schrfider came to 
power in September he has 
vowed “to protect” German 
industry against the legal 
claims by sponsoring plans 
to a set up a fund, paid for 
by companies, to compensate 
former Nazi -era slave labour- 
ers. 

But even this has enraged 
many Germans. Says Mr 
Friedman: “No chancellor in 
this world will tell me when 
it is over. The end dates are 
given by the survivors not 
by the murderers. He says 
he wants a normal Germany. 
But a society that does not 
remember is an abnormal 
one ... If you want to 
remember Goethe then you 
have to remember Hitler." 


US envoy 
in new 
push on 
Kosovo 

By Guy D Iron ore m Belgrade 

Richard Holbrooke, US 
special envoy, is expected to 
return to Belgrade today to 
try to rescue the Kosovo 
peace process. 

Diplomats confirmed his 
visit as official reports 
emerged that Yugoslav 
troops had killed more than 
30 ethnic Albanian rebels 
crossing into the Serbian 
province from neighbouring 
Albania. 

The clashes at the Goro- 
zup border post were the 
most serious since Kir Hol- 
brooke was last in Belgrade 
on October 13, when he 
reached a deal wiLh Slobo- 
dan Milosevic, the federal 
Yugoslav president, which 
averted Nato air strikes. 

Diplomats said months of 
shuttle diplomacy by Chris 
Hill. US mediator, had failed 
to make tangible progress 
and that Mr Holbrooke had 
to get the peace process back 
on track to prevent full scale 
hostilities resuming in the 
spring. 

Mr Holbrooke might pro- 
pose direct talks between the 
Serbian government and pro- 
independence leaders of the 
Kosovo Albanian majority. 
But diplomats said the frac- 
tured Albanian side had 
failed to produce a coherent 
negotiating team, while Bel- 
grade was opposed to direct 
US mediation. 

Mr Milosevic agreed two 
months ago to a partial with- 
drawal of his security forces 
from Kosovo, the presence of 
2.000 international monitors 
and Nato surveillance 
flights. 

But Belgrade has since 
threatened to repeat its sum- 
mer offensive, in which 
scores of villages were 
destroyed, unless the Inter- 
national community can 
curb the separatist Kosovo 
Liberation Army (KLA). Tbe 
rebels are regrouping in 
i expectation of renewed war. 

A public commitment by 
Mr Milosevic to a negotiated 
settlement has been followed 
by repeated rejections of US 
proposals that would restore 
limited autonomy’ to Kosovo. 
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IN GLOBAL COMMUNICATIONS, STANDARDIZED SOLUTIONS DON’T FLY. 


Enterprise information systems are essential 
to competitiveness in multinational business... 
Managing competing communications traffic, from 
mission-critical supply chain transactions to web 
browsing, is growing more expensive and complex. 
Phis, the demand for flexible solution? to mcser an 
ever-changing variety of international connectivity . 
needs is increasing. So what you need is a network 

rhal really lets you spread your wings. 


Tbe requirements of your enterprise are unique. 
To maximize your business systems investments 
and gain a competitive advantage, you need a 
global specialist who can analyze your needs and 
build the network to match. You need Infonet. 


Infonet has been the leading supplier of managed 
global communication solutions for 28 years. 


Leading industry analysts recommend our 
services because they are delivered consistently 
worldwide and support enterprise applications 
such as resource planning, collaboration, 
messaging, e-business, web-hosting and 
security services. They are delivered over 
intranets, intelligent extranets and the Internet 
and are supported locally in 59 countries, with 
connections in over 180. 


A customized network can deliver value, perfor- 
mance and cash savi ngs, as 25% of the Global ] 000 
already know. Truly global companies deserve a 
matching global solution. And that's our business. 


infonst 


Europe - Middle East - Africa + 32 2 627 39 1 1 Asia Pacific + 65 734 1739 North America + I 3 10 335 2600 Latin America + 56 2 368 9400 www.infonei.com 
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In the first of four special pages examining how 
the euro will affect business and the European 
economy after its launch next month, the 
Financial Times recalls 30 years of high 
political drama behind the creation 
of the single currency and 
analyses the new super-economy 
to be forged from the 
1 1 countries of 
the euro-zone 


The long and arduous ascent of euro-man 


By Uonei Barter 

The launch of the euro is the 
most far-reaching develop- 
ment In Europe since the fall 
of the Berlin Wall. It marks 
a decisive step forward in 
the integration of the econo- 
mies of western Europe, the 
climax of a project more 
than a generation in the 

making , . 

Roy Jenkins, Helmut 
Schmidt, Valery Giscard 
d'Estaing, Jacques Delors. 
Frangois Mitterrand and Hel- 
mut Kohl - these are the 
statesmen whose influence 
upon the euro project 
remains indelible. But the 
intellectual godfather of eco- 
nomic and monetary union 
(Emu) remains largely 
unknown outside his native 
Luxembourg. 

Pierre Werner, who turns 
85 later this month, was a 
long-serving prime minister 
or the Grand Duchy. In 1969, 
he was ‘asked to chair a 
high-level group on how 
Emu could be achieved by 
1980. 

This was more than an 
intellectual exercise: it was 
the first serious response to 
the upheaval in the Bretton 
Woods international mone- 
tary system in which the US 
dollar was the dominant cur- 
rency. 

By the late 1960s. Bretton 
Woods was creaking. Infla- 
tion was creeping up, thanks 
in part to the cost of financ- 
ing the Vietnam war. In 
1968, the revaluation of the 
D-Mark and the devaluation 
of the French franc threat- 
ened the stability of other 
European currencies. 

The Werner report of Octo- 
ber 1970 produced a three- 
stage plan for achieving 
monetary union within a 
decade. The ultimate goal 
would be the free movement 
of capital, the permanent 
locking of exchange rates, or 
even the replacement of the 
currencies of the six member 
countries of the (then) Euro- 
pean Economic Community 
by a single currency. 

The blueprint was remark- 
ably similar to the plan 
adopted in the 1992 Maas- 
tricht treaty. But Pierre Wer- 
ner was ahead of his time. 
The break-up of Bretton 
Woods and the floating of 
the dollar triggered a period 
of currency turbulence exac- 


erbated by the first oil crisis. 
Emu was put on hold. 

The next step in Europe’s 
search for currency stability 
came with the creation of 
the European monetary sys- 
tem (EMS). It was the per- 
sonal initiative of one man - 
Roy Jenkins, formerly dep- 
uty leader of the Labour 
party in Britain, who 
became president of the 
European Commission in 
1977. But the essential politi- 
cal support came from 
Valery Giscard d'Estaing, 
the French president, and 
Helmut Schmidt, the Ger- 
man chancellor. 

The EMS was built on the 
concept of stable but adjust- 
able exchange rates. All the 
currencies of member states 
- by then nine - with the 
exception or the British 
pound, joined its Exchange 
Rate Mechanism (ERM). 
This provided for a grid of 
bilateral rates and fluctua- 
tions that were not to exceed 
a margin of 2JS per cent. 
Finally, the EMS created a 
new currency - the ecu 
(European currency unit) - 
as a weighted average of all 
EMS currencies. 

The EMS restored a degree 
of exchange rate stability. 


But it took two separate 
events - the arrival of Jac- 
ques Delors as president of 
the European Commission in 
early 1985 and the fan of the 
Berlin Wall in 1989 - to give 
a vital fillip to Emu. 

By the mid-1980s, western 
Europe was enjoying the lon- 
gest period of economic 
expansion since 1945. The 
European Community was 
emerging from a period of 
political stagnation. Helmut 
Kohl in Germany, Margaret 
Thatcher in Britain, and 
Francois Mitterrand in 
France - all were firmly 
established in power, ready 
for a big new initiative in 
Europe. 

Mr Delors' plan to create a 
single market for goods, cap- 
ital, labour and services by 
1992 captured the imagina- 
tion of business and politi- 
cians alike. As French 
finance minister in 1983, he 
had persuaded President 
Mitterrand to abandon his 
“socialism in one country” 
and embrace the principle of 
exchange rate stability with 
the D-Mark. In 1985, Mr 
Delors went one step far- 
ther, arguing that the bene- 
fits of the internal market 
could only be property real- 


ised through a single cur- 
rency, removing the uncer- 
tainties created by exchange 
rate fluctuations and high 
transaction costs for con- 
verting currencies. 

In 1988. at the Hannover 
summit, Europe’s leaders 
agreed to set up a committee 
to produce a blueprint for 
monetary union. It com- 
prised all European Commu- 
nity central bank governors, 
as well as Independent 
experts. But much to the 
chagrin of Mrs Thatcher. Mr 
Delors secured the chair- 
manship, forestalling British 
(and German Bundesbank) 
hopes of a minimalist out- 
come. 

Mr Delors soon co-opted 
the central bankers with a 
mixture of political manoeu- 
vre and old-fashioned cajol- 
ing. One of the several scep- 
tical members of the 
committee claims that a 
“perfectably respectable 
idea” aimed at fighting infla- 
tion by removing responsi- 
bility for monetary policy 
from the hands erf politicians 
- was hijacked in the name 
of greater political integra- 
tion. “It was intellectual ter- 
rorism," he says. 

The Delors report pro- 


posed a three-stage transi- 
tinm to Emu. At the Madrid 
summit in 1989, European 
leaders ordered the launch 
of the first phase: the liberal- 
isation of movement of capi- 
tal. Less than two years 
later, they signed the Maas- 
tricht treaty which agreed a 
final blueprint for Emu. 
intending a fixed timetable 
for launching the single cur- 
rency by 1999 at the latest 
The catalyst was German 
unifi nation. In crude terms. 
Chancellor Kohl decreed 
that a powerful united Ger- 
many at the centre of the 
continent had to reassure 
her partners. And what bet- 
ter demonstration of good- 
will than to surrender the 
D-Mark - the symbol erf post- 
war prosperity and respect- 
ability in Germany — In 
exchange for a single cur- 
rency. 

. The Germans were ready 
to sacrifice the D-Mark, but 
on condition that the future 
European central bank was 
modelled on the Bundes- 
bank. That meant it had to 
be free from political influ- 
ence and the entry criteria 
for Emu covering inflation, 
public deficits, government 
debt and exchange rate sta- 


bility had to be rigorously 
applied. The other member 
states agreed. But Britain 
and Denmark, fearing the 
political repercussions of 
monetary union, secured the 
right to opt out of Emu ever 
if they met the so-called con- 
vergence criteria. 

Meanwhile, the Maastricht 
treaty <Sd not spedfr how 
and when the new Euro-cur- 
rency would be introduced, 
and it was vague on the 
rules for budgetary disci- 
pline in the postSmn world. 

Over the next five years, 
the contradictions between 
the a spira tions of tire politi- 
cians and the actual perfor- 
mance of Europe's econom- 
ics surfaced with a 
vengeance. High German 
interest rates - largely 
caused by the Goman gov- 
ernment’s decision to fund 
the cost of unification 
through borrowing rather 
than raising taxes - forced 
other countries to follow 
suit. 

Between 1992 and 1993, the 
Emu show a lm os t came off 
the road. The pound and the 
lira were forced out of the 
ERM in September 1992. 
Over the next few months, 
the Irish punt, the Portu- 


guese, escudo and the Span- 
ish peseta all devalued. In 
August 1993. after another 
wave of speculation, the 
ERM was suspended and 
new, wider fluctuation bands 
of 15 per cant either way 
against tile centred rate fare 
introdnced. ,This piece' of 
ingenious improvisation at a 

thm» of crisis saved the Rmu 
project because it offered 
speculators next to nothing 
to aim at - 

The next four years 
marked a period of consoli- 
dation and recovery. The EU 
member states, by now 15, 
including Austria, Finland 
and Sweden, squeezed infla- 
tion out of the system and 
reduced public deficits to 
within 3 per cent of GDP, the 
Manshteht target. 

Throughout this period, 
the contribution of one man 
- Baron Alexandre LamfaL 
ussy. president of the Euro- 
pean Monetary Institute, pre- 
cursor of the future 
European central bank - 
was immense. His calm, pro- 
fessorial style masked a man 
with acute political instincts. 
He restored credibility to the 
Emu project with successful 
blueprints for the transition 
to the single currency and 


What they said on the single currency 


‘In politics, we speak of 
once-in-a-lrfetime events. 
Emu is exactly one such 
event 1 

Helmut Kohl, former German 
chancellor 




‘Not all Germans believe in 
God, but they believe in the 
Bundesbank 1 
Jacques Delors, farmer 
President of the European 
Commission 

‘We should not make 
convergence (for Emu) a 
precondition, but a 
goal 1 

Frangois Mitterrand, 
former Ranch pr es ident 


‘We can remain 
independent of the euro. 
The question is whether it is 
in our interests to do so 1 

Tony Blair, British prime minister 

*The single currency is the 
greatest abandonment of 
sovereignty since the 
foundation of the European 
Community 1 

Fefipe Gonzalez, former Spanish 
prime minister 


The single 
currency is 
tire economic 
equivalent of 
a burning 
building with 
no exits’ 
WHBam Hague, 
leader of the UK 
Conservative 
party 




*We will join when the time 
is right 1 

Tony Biair 

‘When it comes to the time, 
the UK will think twice 
about missing the boat 1 
Romano Procfi, f ormer HaBan 
prime minister 


‘Monetary union is 
the motor of 
European 
integration' 

Jean-Luc Dehaene, 
prime minister of 
Belgium 


Ttoeuib-tl 

Austro, Belgium, Ftntand, 
Franc©, Germany, Ireland, Maly, 
Luxembourg, Netherlands, 
pDrtugatSpaln 

Theeoro-outs 

BcBafo, penrnorK^reece,- 
- Sweden. - ; - * ; *. 



the rules for currency and 
budget discipline In the post- 
Ifenu world. 

He received assistance 
from two quarters: the Euro- 
pean Commission and the 
secretive EU monetary com- 
mittee composed of national 
treasury officials and central 
bankers. Another unsung 
hero has been Sir Nigel 
Wicks, a senior British Trea- 
sury official who will shortly 
step down as president of 
the committee. He turned 
into a champion of Emu. 
helping to broker numerous 
compromises. 

Tensions over the terms of 
monetary union and the bal- 
ance of power in the fixture 
euro-zone flared up continu- 
ously. particularly between 
France and Germany. In 
1996, the EU summit in Dub- 
lin agreed to the German- 
inspired stability pact to 
enforce fiscal discipline 
among Emu participants, 
but only after marathon 
negotiations. Six months 
later. France’s newly elected 
Socialist-led government 
sought to reopen the deal, 
insisting that greater stress 
be put on jobs and growth. 

German reservations 
about the project surfaced 
again over the choice of 
countries meeting the entry 
criteria. Italy, with its record 
of political instability and 
budgetary mismanagement, 
presented a psychological 
stumbling block for the Ger- 
mans - in spite of impres- 
sive progress as successive 
governments, notably the 
Prodi administration, made 
one last-gasp effort to meet 
the criteria. In the end, Italy 
squeezed In. thanks to a gen- 
erous interpretation of the 
entry criteria (which also 
applied to debt-ridden Bel- 
gium). 

But the historic selection 
of the ll founder members 
was overshadowed by 
another bitter Franco- 
Gennan dispute over the 
choice of the president of the 
European Central Bank. In 
the end, Wim Dnisenberg, a 
Dutchman, won the top job. 

Now, with the launch of 
the single currency less than 
a month away, the partici- 
pants in this drama 
reflect that the technical 
mission has been accom- 
plished. The challenge is to 
make Emu work. 


M AKING THE EUR O-ZONE WORK THE MONETARY ASPECT OF U NION HAS BEEN FAR MORE CLEARLY DEFINED THAN ECONOMIC P OLICY, RESUL TING IN A RATHER LOPSIDED ARRANGEMENT 


Emu chicks must obey rules to stay healthy 


By Wolfgang MQnctao, 
Economics Correspondent 


The recent, hysterical debate 
about tax harmonisation is a 
sign of things to come in the 
construction of what some 
have taken to calling ‘’Euro- 
land", a place of which we 
have still, on the very eve of 
its. birth, but the sketchiest 
of visions. 

The reason for this uncer- 
tainty is deceptively simple. 
In a project devised to create 
Economic and Monetary 
Union (Emu) in Europe, only 
the monetary aspect has 
been properly developed and 
defined. 

The "economic'' aspect has 
been left to follow, with the 
result that Emu will emerge 
from the egg a rather lop- 
sided bird. 

An e normous amount of 
87 has been devoted to 


monetary policy in the 11 
countries of the new euro- 
zone. This will more or less 
be centralised at the Euro- 
pean Central Bank (ECB) in 
Frankfurt. Fiscal policy, 
however, remains in the 
hands of II sovereign gov- 
ernments. 

Euro-sceptics ask whether 
this can possibly work, 
above all in the UK where 
the mere words “tax har- 
monisation” have sparked 
such furious popular debate. 

They are right to pose the 
question but the answer is a 
conditional ‘yes*. Such a lop- 
sided arrangement can work 
but only if everybody sticks 
to the rules, especially the 
rules concerning fiscal defi- 
cits and government debt 

Will they? Europe’s gov- 
ernments have turned out to 
be surprisingly rule-abiding 
in the last few years but this 


has been encouraged by the 
importance of qualifying for 
membership of the single 
currency dub. 

It Is not dear whether the 
governments will continue 
to co-operate in the same 
spirit in the absence of such 
pressure. 

Unless they do cooperate 
with each other and with the 
ECB. however, monetary 
and fiscal policy could easily 
move out of alignment. 
Europe would then be at risk 
of committing serious and' 
persistent macro-economic 
policy errors that could ulti- 
mately force the euro-zone 
economy to wobble out of 
controL 

Even supporters of the sin- 
gle currency admit that the 
asynchronous structure of 
fiscal and monetary policy is 
the Achilles heel of the new 
system. But this very weak- 


ness could also art as a cata- 
lyst for European integra- 
tion, a pattern repeatedly fol- 
lowed in the past This is a 
point frequently misjudged 
by critics of European inte- 
gration. 

In fact, while Emu marks 
one of the momentous eco- 
nomic events of the 20th cen- 
tury - on par with the cre- 
ation in 1944 of the Bretton 
Woods system of fixed 
exchange rates - it does not 
owe its existence primarily 
to economic considerations. 
Emu is In the first instance a 
political event a leap in the 
long process of European 
political integration. 

This much has become 

Clear a gain in ftp tar har - 

monisatlon Aurora. The 
debate over whether to har- 
monise corporation and 
savings taxes appeared to 
have reopened old fault lines 


between the British govern- 
ment on the one side and 
France and Germany on the 
other. Bn t at last weekend's 
summit in Vienna, the is EU 
leaders presented a common' 

front 

Further political compro- 
mise on the Issue can ulti- 
mately be expected, with 
doser integration the result - 
For the rest of the world, 
however, the two most 
important features of the 
new regime are the new cur- 
rency and the euro-zone 
itself 

The euro-zone is a new 
economy in its own right, an 
economic superpower 
roughly the size of the US. It 
bas a sli ghtly larger popula- 
tion than the US and a 
larger share of world trade, 
but a smaller g ross domestic 
prodnet 

The two are alike in at . 


least one important respect 
They are both large, dosed 
economies with a relatively 
small foreign trade exposure 
that accounts for only about 
ID per cent of economic 
activity. With the arrival of 
the euro-zone, the world 
economy has become bi-po- 
lar. 

In the old unipolar world, 
the US economy has served 
as an anchor to the world 
economy. The US has been 
able to afford to run persis- 
tent current account deficits - 
for decades. It has the larg- 
est and mast liquid capital 
and stock markets and the 
dollar is the world's largest 
reserve currency. Until the 
arrival of the euro, the US 
dwarfed everybody. 

From January 1, there will 
be an alternative of equal 
size and strength. It is 
unlikely that investors will 


suddenly dump the US in 
favour of Europe but it Is 
already, becoming apparent 
that they may be rebalanc- 
ing their investment portfo- 
lios. 

Investors look at the euro- 
zone as something more 
than the sum of its parts, 
just as the euro will be a 
bigger currency thaw its ll 
constituent currencies com- 
bined. 

. The arrival of a bipolar 
economic system, however, 
is an event whose fun ramifi- 
cations are not yet entirely 
understood. Does ft- mean 
the US may no longer be 
able to run persistent cur- 
rent account deficits? Does it 
imply more or less volatility 

in currency markets? Does it 

require new forms of global 
macro-economic co-opera- 
tion, perhaps through 
exchange-rate target zones? 

And then there are unre- 
solved institutional issues. 
Does it stfll make sense to 
coordinate macro-economic 


policy through the Group of 
Seven Industrialised 
nations? 

Should we instead co-ordi- 
nate through a G2, a G3 
includ in g Japan, or maybe a 
G9 that includes Russia and 
China? What about the other 
emerging economic super- 
powers, such as India and 
Brazil? 

It is even conceivable that 
the euro may have more 
implications for the outside 
world than for Europe itself 
TJe Europeans may. turn an 
old American adage on its 
head- proclaiming, not with. 
°ut schadenfreude, that “the 
eun > is our currency. But It 
is your problem." 


Tomorrow 

What the euro win mean 
for the retail sector 
and for consumer 
goods industries. 
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INTERNATIONAL 


Clinton tries 
to soothe 
Palestinian 
frustrations 


By Stephen FfcDer In Gaza City 
and Judy Dempsey in Jerusalem 

President Bill Clinton 
yesterday hailed a decision 
he witnessed by leading Pal- 
estinian organisations to 
revoke a charter denying 
Israel’s right to exist, and 
said it would touch the 
people of Israel. 

The formal reaffirmation 
by the Palestinians that they 
were no longer set on the 
destruction of Israel was 
stipulated in the Wye River 
accord, the agreement two 
months ago between the 
Israelis and the Palestinians 
that revived a stagnant 
peace process. 

The decision was made 
through a show of hands at 
a meeting or the Palestine 
National Council and other 
leading organisations in 
Gaza City, as Mr Clinton and 
Yassir Arafat, the Palestin- 
ian leader, looked on. Soon 
afterwards. Israel accepted 
the results of the vote. The 
charter had already been 
ame nded in April 1996 at a 
full meeting of the PNC. 
That result was accepted by 
the US government at the 
beginning of this year, but 
not by Benjamin Netanyahu, 
the Israeli prime minis ter. 

In a statement. Mr Netan- 
yahu. "expressed satisfaction 
at the result of the vote in 
the PNC which was con- 
ducted because of the Israeli 
government’s insistence for 
a vote". 

In a powerful speech to the 
Palestinians. Mr Clinton 
sought to soften Palestinian 
frustration at the govern- 
ment of Mr Netanyahu - 
which is expected to delay a 
troop pullback due on Friday 
that was agreed at Wye. 
"You did a good thing today 
in r aising your hands. You 
know why? It has nothing to 
do with the government in 
Israel. You will touch the 
people of Israel," he said. 

Mr Clinton said the deci- 


sion had "issued a challenge 
to the government and lead- 
ers of Israel to walk down 
that path [of peace] with 
you". But he said he saw 
"more breakdowns'* as well 
as "more breakthroughs" in 
the process. 

The US appeared to be suc- 
cessful in its efforts to engi- 
neer a three-way meeting 
between Mr Clinton, Mr 
Netanyahu and Mr Arafat 
which was due to take place 
later last night 

Natan Sharansky, the 
Israeli trade minister, who 
also helped negotiate the 
Wye accord, said a meeting 
of the inner cabinet was 
scheduled last night 

However, he said his gov- 
ernment would continue to 


'You will touch 
the people of 
Israel’ 


insist with the same firm- 
ness that the other Palestin- 
ian commitments to the 
agreement and tie advance- 
ment of the peace process 
are kept to. David Bar-Hlan. 
the prime minister’s adviser, 
said the Palestinians "have a 
long way stfil to go”. 

Mr Sharansky criticised 
Mr Arafat for not saying far 
more in Arabic to his own 
people about why they were 
annulling the char ter. “He 
made a modest step. It's 
much better than nothing.” 
However, that is in severe 
doubt because of the trou- 
bles of Mr Netanyahu's coali- 
tion government He faces a 
no confidence vote, cur- 
rently scheduled for next 
Monday. 

Ariel Sharon. Mr Netan- 
yahu’s influential foreign 
minister, added bis voice to 
those calling for an election 
to resolve the government’s 
weakness. 



A woman hotels a candle at the memorial service for mmfered 
d t aa fc tents Dartoh Forouhar and his wife Parvaneh 

Political killings 
unnerve Iran 


Iranian moderates yesterday 
attacked conservatives in 
the state security apparatus 
for failing to halt a string of 
unsolved murders that has 
unnerved the nation and 
forced some secularist intel- 
lectuals into hiding. Reuters 
reports from Tehran. 

In their first concerted 
response to the recent killing 
or disappearance of four 
writers and a husband-end- 
wile team of political dissi- 
dents. influential backers of 
President Mohammad Kha- 
tami said it was time for the 
hardliners in control of the 
“power ministries” to put an 
immediate end to the vio- 
lence. 

“Enough talking, arrest the 
murderers,” said the dally 
Zan, published by Faezeh 
Hashemf, a leading moder- 
ate figure and a daughter of 
former president Hashemi 
Rafsanjani. 

Two of the victims had 
been summoned in October 
to a revolutionary court after 
they tried to revive a banned 
authors' union, raising fears 
their deaths were aimed at 
silencing dissent Earlier, 
nationalist opposition leader 


Dariush Forouhar and his 
wife Parvaneh were mur- 
dered in their home. . 

Yesterday, the official 
IRNA news agency said Mr 
Khatami had assigned a 
special task force to the 
case. 

Salam, a leftwing Islamic 
daily, said the conservative 
intelligence minister, Qor- 
banali Dorri-Najafabadi, must 
be held personally responsi- 
ble for ending the reign of 
terror against Iran’s intellec- 
tual elite. -In an open letter to 
conservative judiciary chief 
Ayatollah Mohammad Yazdi, 
the head of a. powerful 
grouping of pro-Khatami lef- 
tist clerics suggested hard- 
line domestic forces may lie 
behind the recent murders. 

To data, the security ser- 
vice and other conservative- 
run bodies have pointed the 
finger at foreign enemies 
such as Israel and the US. 
Yesterday AyatoSah All Kha- 
menei, Iran’s supreme 
leader, added his voice to 
the chorus of attacks on 
"world arrogance", Iranian 
political shorthand for. the 
west, and Washington in 
particular. 


Beirut 
premier 
plans 
debt cut 

By James SctaeMd In Beirut 


Salim al-Hoss, Lebanon’s 
new prime minister, yester- 
day outlined a reform pro- 
gramme that sets out poli- 
cies for reducing Lebanon’s 
huge public indebtedness 
without new taxes. 

"We are Curing two chal- 
lenges: the first is tackling 
the budget deficit and the 
public debt. The second is to 
regain the competitiveness 
and develop a real invest- 
ment environment Hmt wQl 
attract Lebanese and other 
savings and channel 
into productive fields, ” Mr 
Boss told parliament ' - 

He also promised to 
strengthen “the rule of law 
and institutions" by reform 
of government administra- 
tion awd the judi ci ary. 

The proposals will' be 
debated this week ahead of a 
parliamentary vote of confi- 
dence on Friday which Mr 
Hoss and his 16-member 
Cabinet look certain to 
win. 

Mr Hoss said his govern- 
ment would turn to privati- 
sation to raise the money to 
reduce the budgetary deficit. 

"In addition to transpar- 
ency in spending and elimi- 
nating tnimcA of funds, th e 
financial policy alsn aims at 
reducing the tax burden an 
the middle and poor clas- 
ses," he said. 

Mr Hoss has not spelt out 
which part of the public sec- 
tor might be privatised. 

After the vote of confi- 
dence, the cabinet has sev- 
eral months to work: but 
more detailed plans in a 
comprehensive budget 

But some economic. ana- 
lysts said the proposals were 
disappointingly short of 
detail. There is a widespread 
sense that the gover n ment 
will need to introduce addi- 
tional taxes to tackle the 
public debt, even- with- 
pri validation on. the 

a genda 

“These are long to mid- 
term strategies, and we need 
more short term measures to ' 
mobilise new resources,” 
said an economist ' 


Algerian premier quits 
over election fraud 


By Route KhaJaf in London 


Ahmed Ouyahia, Algeria's 
prime minister, stepped 
down yesterday, paving the 
way for a transitional gov- 
ernment ahead of next 
April’s presidential elec- 
tions. 

Mr Ouyahia’s resignation 
was requested by opposition 
parties who held Mm respon- 
sible for alleged rigging of 
last year’s municipal elec- 
tions. 

He is expected to be 
replaced by Small Hamdani, 
a former ambassador to 
France and a member of 
Algeria's Senate. Many mem- 
bers of the cabinet are expec- 
ted to remain in their posts 
in the transitional govern- 
ment 

Despite Mr Ouyahia’s 
unpopularity, however, 
analysts said his 
political fortunes hare not 
been doomed. His. name is 
being circulated as a possi- 


ble candidate for the presi- 
dential elections. 

In his three years as prime 
minister. Mr Ouyahia’s focus 
was on implementing an 
International Monetary 
Fund-sponsored restructur- 
ing programme, and organis- 
ing legislative and then 
municipal elections. 

Opposition parties said a 
parliamentary commission 
had found that band in the 
municipal elections bene- 
fited Mr Ouyahia’s party. 

Although he managed to 
restore macro-economic sta- 
bility. bring down inflation 
and raise foreign exchange 
reserves to about $7.5bn, 
his promises of 
sustained economic growth 
and new Jobs have not mate- 
rialised. 

As large scale job lasses 
prompted more Algerians to 
take to the streets, the offi- 
cial National Economic and 
Social Council estimated 
recently that the rate of 


unemployment had reached 
over 29 per cent. 

The threat of further job 
cuts ahead of planned priva- 
tisations has led to a spate of 
strikes in recent months. 

The deterioration in social 
conditions in a country 
where more than TO per cent 
of the 30m population is 
under ao. has also driven 
more than 60 workers who 
lost their jobs Co commit sui- 
cide. according to Louisa 
Hanoun, head of the Work- 
era Party. 

However. Mr Ouyahia has 
partly been targeted for 
problems that Tall outside 
the control of a prime minis- 
ter in a military-dominated 
establishment. 

Algeria's economy could 
not have been expected to 
take off and attract massive 
investment for privatisation 
without a firm resolution of 
the political and security cri- 
sis, which has claimed more 
than 65.000 lives. 


New rules adopted on 
accountancy regulation 


By Francos wa&ams in Geneva 
and Jta) Kefly In London 


The World Trade 
Organisation yesterday 
adopted new rates prevent- 
ing domestic regulation of 
the accountancy profession 
from being used as a barrier 
to foreign competition. 

The rules, despite an 
imrowtiarfft “standstill" com- 
mitment incumbent on all 
WTO members not to intro- 
duce ‘ domestic regulation 
that runs counter to the pro- 
visions of the accord, will be 
seen as disappointing. 

They will not become bind- 
ing on WTO members until 
after the next series of com- 
prehensive talks on services 
trade- has been completed - 
and then only for those 
members which have made 
commitments to liberalise 
the sector. 

They fluffed it. There is 
some doubt that it was the 
right place to discuss the 
issues and now everyone is 


focused on the next round of 
the Gatt when some trade- 
off^ can be made," said one 
leading European accoun- 
tancy regulator. 

Trade officials believe that 
by the time the next talks 
begin, the new rules could 
have been superseded by 
broader and tougher rules 
applying to all services 
iudndtag the foil range of 
so-called -professional ser- 
vices, - 

■ These, rules, like the 
accountancy rules just 
adopted, would clarify coun- 
tries' obligations and would 
have much more impact as 
the; could be challenged 
legally in a WTO disputes 
panel. • 

Accountancy was singled 
out after the 196&94 Uruguay 
round of global trade talks 
which negotiated a frame- 
work accord on services, 
under pressure from the 
accountancy profession and 
backed by the US and Euro- 
pean Union. 


The intention was to clar- 
ify the rules in the frame- 
work agreement on domestic 
regulation, but the big 
accountancy firms were 
apparently hoping that the 
talks would also involve 
market-opening negotiations 
that would improve their 
access to foreign markets. 

WTO officials said yester- 
day that market access in 
accountancy and other ser- 
vices would be tackled in the 
next series of talks starting 
in 2000. which are expected 
to take at least three years 
to complete. In the Uruguay 
round of global trade talks 
that ended in 1991. 67 coun-. 
tries made liberalisation 
commitments for accoun- 
tancy. 

Trade officials said the 
most important aspect of the 
new accord was the require- 
ment that measures taken 
for domestic regulation 
should not be more trade 
restrictive than necessary to 
fulfil their objectives. 
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ASIA-PACIFIC 


NCB move tips Bank of Japan into red 


By Gffian Tett ta Tokyo 

The Bank of Japan is likely 
to lose around YBQbn ($6S4m) 
- Its first such lass for so 
years - as a result erf the 
government's decision last 
weekend to nationalise Nip- 
pon Credit Bank. 

The loss has arisen 
because the bank, together 
with private life assurance 
companies and private 
banks, bought about Y350bn 
worth of NCB stock in April 
1997 as part of an earlier 
attempt to rescue it. The 
price was around Y320 per 


share; the government is 
preparing to announce that 
it will buy NCB’s shares for 
around Yi a share. 

And though the loss is 
small compared to the 
bank's Y68,000bn balance 

sheet, it Is an embarrassing 
blow. It may also provoke 
fresh concern that the bank 
is becoming exposed to unac- 
ceptable levels of credit risk 
because of the huge level of 
loans that it has recently 
made to other weak private 
banks and companies. 

Ken Okamura, analyst at 
Dresdner Klemwort Benson 


said: “Recent refoms are 
supposed to have given the 
Rank of Japan more inde- 
pendence . . But this cause is 
not being served by allowing 
the hauir to lend to everyone 
in sight and buying shares 

in Hnnlcg which go bank- 
rupt” 

Concern about the bank's 
lending operations has risen 
recently partly because it 
has started to purchase com- 
mercial paper, or short-term 
corporate financing Instru- 
ments, to ease Japan's credit 
crunch. Though these pur- 
chases are temporary, the 


bank's CP holdings now 
amount to Y8,000bn, or 
almost half the outstanding 
CP market. The Bank of 
Japan has also recently lent 
Y7,6Q0bn to the Deposit 
Insurance Corporation, a 
government institution, 
which lent this to weak and 
failed banks such as the 
recently • nationalised 
Long-Term Credit Bank. 

Bank officials, concerned 
about the deterioration in 
the bank's balance sheet, 
demand that the DIC should 
repay this money as fast as 
possible. In particular, they 


ASEAN SUMMIT THAILAND AND SING APORE SEEK DELAY ON PHNOM PENH 'S ME MBERSHIP 

Hanoi pleads for Cambodia 


By Jonathan ffircttaU tai Hanoi 

Vietnam was renewing its 
efforts to get Cambodia 
arimitfpri to the Association 
of South East Asian Nations 
as Asean leaders arrived in 
Hanoi yesterday for the 
opening of their summit 
today. 

Efforts by the nine 
member-states to maintain 
the outward image of unity 
remain troubled by the 
rumbling dispute over the 
timing of Cambodia's 
attempt to join. On Friday, 
foreign ministers failed to 
reach agreement on 
admitting Cambodia at this 
summit, with Thailand 
Singapore arguing that 
Asean should wait for the 
political situation there to 
stabilise. 

But Vietnam has 
continued to press the issue. 
Its foreign minister, Nguyen 
Manh Ham, said an Sunday 
night that Hanoi wanted “to 
see Cambodia admitted right 
now”. 

The Cambodian prime 
minister, Hun Sen. is in 
Hanoi on an official visit 
organised in the expectation 
of Asean membership, and 
Cambodia’s flag could be 
seen flying alongside the 
other nine outside the 
summit conference hall 
yesterday. 

Singapore's prime 
minister. Gob Chok Tong, 
said as he arrived in Hanoi 
yesterday that he saw no 
chance erf Cambodia joining 


at this summit. 

Apart from measures to 
speed up trade and 
investment liberalisation 
announced on Sunday, 
Asean officials say the final 
summit statement will also 
mention concerns over the 
disputed Spratly Islands in 
the South China Sea, which 
are claimed all or in part by 
Vietnam, Malaysia, the 
Philippines, Brunei, China 
and Taiwan. During recent 
months both Vietnam and 
the Philippines have 
exchanged diplomatic 
protest notes with China 
over disputes in the area. 

The Asean leaders are 
expected to raise the Spratly 
issue daring talks tomorrow 
with Hu Jintao, China’s 
vice-president who is 
attending the s ummit along 
with President Kim Dae 
Jung of South Korea and 
KMzo Obuchi, Japan's prime 
minister. China, which 
claims the entire Spratly 
archipelago, has up to now 
declined to sign an Asean 
declaration of principles cm 
its development 

Vietnam announced over 
the weekend that it was to 
name two streets in Ho Chi 
Minh City, formerly Saigon, 
after both the disputed 
Spratly islands and the 
Paracel islands, which 
were seized from Vi etnam by 
China In 1974. The 
announcement formed part 
of celebrations of the 
300th anniversary of the 
city. 





Hun Sen, Cambodia's prime mMatar (left} and President Tran Due 
Luong of Vietnam pose beneath a giant bust of Ho Chi Minh, the 
late communist leader of Vietnam AP 
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want the DIC to start faunfrtg -' 
short-term government, 
backed bonds to replace the 
bank’s funds. 

However, the Ministry of 
Finance fears that any fur- 
ther bond issues could fur- 
ther damage sentiment in 
the government bond mar- 
kets where prices have tum- 
bled recently because of 
investor concern about over- 
supply. And the DIC is now 
asking for more Bank of 
Japan loans to fund NCB’s 
operations. 

Bank officials insist the 
initial Y80bn Injection into 


NCB in April 1987 was neces- 
sary because the govern- 
ment then lacked a mecha- 
nism to Inject public funds 
into ailing banks. However, 
some politicians say the 
book should not have helped 
to rescue NCB. given that 
the. Financial Supervisory 

Agency has now revealed 

that NCB is insolvent. 

The share price of some of 
NOB'S Mg shareholders yes- 
terday also fell, because of 
tears about their losses on 
NCB shares. 


Observer, Page 19 


Telecoms access 
to be opened up 
in Australia 


By Gwen Robfetson ta Sydney 

The Australian Competition 
and Consumer Commission, 
the antitrust regulator, yes- 
terday took a significant step 
towards opening up the 
domestic telecommunica- 
tions mar ket w ith a; draft 
ruling requiring Telstra, the 
country's largest telecoms 
carrier, to allow competitors 
direct access to its local tele- 
phone network. 

The ACCC's decision, if 
implemented, would have 
broad implications for the 
teleco mmunications indus- 
try and for consumers, said 
Allan Fels, commission 
chairman 

“By giving competitors 
more direct access to the 
local distribution network 
and securing the provistasr 
of competitive local call ser- 
vices. consumers and nnaTi 
businesses in particular 
would have a greater array 
of services and competing 
I providers to choose from.'* 

By connecting with Tel- 
stra's local n e twork , compet- 
itors could reduce their reli- 
ance on Telstra’s other 
infrastructure and mmhpteB 
access costs. Competing ser- 
vice providers would . also 
secure rights under tfca deci- 
sion to resupply local caBs, 
or sell to retail customer? 
calls they buy in bulk from 


a' wptdd lead to loi 


iritefteatkwHk and would 
to provide 
both- -focal calls and 
WgM&eed data stevic^s for 
Qm fhx#4zmj&. “j&pteseatr 
competitors me restricted St. 
where they am^amteet-irttb 
Telstra’s network, which 
u nn ec e ssarily increase? their 
coste of providing Services.” 

The draft decision was 
announced as part of the 
ACCCs continuing public 1 
inquiry into local telecoms 
services. The., ocanmhK|on 
has called for Indust^'Scfo- 
bWobi on the draft raEpg. 
by add-Bebraory. lb Sppfo 
meat the decislm, hoArtefe 
it would have to ^efeatex ffi 

to declared sertf&srwfm 
the ACCC as 
•J* jaasajd-v -• 'ifr f 
. - .Telstra ssjA yestoiberi^- 
company har.not j cefcaW&t 
the ftiD cfeta&S 'of.midm- 
deefsion but had 
concerns* about benefits 
the proposal to end chsfiqto 
ere. “Wa belfpv^ thattKand 

thatsarviocpwMd&^^d: 
ttaSSgki tt TTtfahmifcmias? 
axe Bkutti Hkefe .fig 1 Be” the,, 
winners,” he sam. 'jt 1 ‘ ; 


China’s military ‘completes _ 
business empire handover’ | 

China announced yesterday that its armed twees had ^ 

finished handing over their vast business amp** to eMKan 
control but it Kept silent or the many details that such a 
handover would ba expected to entail 

From today, enterprises formerly under the Peoples Lib- 
eration Army (PLA) and the People’s Aimed Police will be 

• control lad by the Takeover Office for Military, Armed 
Police, Government and Judiciary Businesses, a state 
body, ft is not deer what happens to the companies from 
new on, though there have bean suggestions that some 
may be merged or reorganised. . . 

No details were given on whether the government com- 

• pensated the mflitary for loss of revenue, or of any person- 
nel changes. Without knowledge of these two crucial 
details, it is Impossible to judge whether this transfer has 
been largely a matter of paperwork or whether the army 
has really severed its business links. 

The 3nvahong PlA runs an estimated 20,000 busi- 
nesses that to cover about one-third of the mflftary’s 
operating expenses. Many, however, have begun to lose 
money of late , reducing the military's reiuctwee to let 
them go. James Kynge, Beijing 

INDONESIAN CIVILIANS 


Delay urged for armed militia 

ipffie 1 Indonesian justice minister, Mulacff. yesterday urged 
^ government to delay plans to arm thousands of dvH- 
•ians with sticks and shields to bolster law and order In fois 
■ Increasihgfy lawless nation. He warned that the 40.000- 
stropgpedpfe's militia would itself be illegal if it was 
formed before regulations were put In place. “Without a 
' draft law, the formation of skilled civilian units would be 
wriawW,” he told reporters. 

. On Sunday, General Wiranto, Indonesia military com- 
mand er, anriounoed that the initial plan was to have 
4&Q00 trained tivffians to be deployed in troubled areas. 

. - The plan was Immediately criticised as dangerous, wifo 
the potential of releasing thousands of PI- trained thugs into 
asbdety which is facing its worst rise In crime and vio- 
lence for decades. The military used thousands of dvifens 
te Npveraber, armed with sharpened bamboo sticks, to 
protebt a spedal sesskxi of the country’s top legislative 
Reuters, Jakarta 
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Big Canadian bank mergers rejected 


By Edward Abfen In Toronto 


The C anadian government 
yesterday rejected mergers 
involving four of the coun- 
try’s five largest banks, say- 
ing they would place unac- 
ceptable levels of economic 
power in the hands of two 
institutions. 

“The bank mergers will 
not be allowed to proceed 
because they are not in the 
best interests of Canadians." 
said Paul Martin, finance 
minister. 

The mergers would signifi- 
cantly reduce domestic com- 


petition In banking, he said, 
and would raise serious pru- 
dential concerns if one of the 
banks were to face financ ial 
difficulties In the future. 
They would also hurt Cana- 
dian small and mid-sized 
businesses by putting credit 
allocation decisions in the 
hands of a few large 
banks. 

The decision slams the 
door on the merger proposal 
made last January by the 
Royal Bank of Canada and 
the Bank of Montreal, and a 
s imil ar proposal made in 
April by Tprqnto-Dominion 


Bank and Canadian Imperial 
Bank of Commerce. 

Toronto -Dominion and 
Canadian Imperial yesterday 
said they had abandoned 
their merger plans, while the 
other two institutions said 
they would review their 
options. 

Canada's competition 
bureau warned in letters 
released yesterday that the 
mergers would restrict com- 
petition. raise prices and 
reduce services in retail 
branching, credit cards and 
full-service brokerages. 

In addition. Canada’s 


superintendent of financial 
Institutions cautioned that If 
either bank ran into finan- 
cial difficulties in future 
there would be too few Cana- 
dian banks able to acquire 
the assets. 

Mr Martin's decision bad 
been expected for the last 
several weeks, although it 
was thought be might estab- 
lish some process for allow- 
ing the banks to aririrp$w the 
competition bureau's con- 
cerns through divest i t ur es. 

Instead, he said no merger 
proposals would be consid- 
ered until the government 


had completed a review of 
financial services regulation, 
begun two years ago. and 
implemented new legisla- 
tion. That is expected to take 
more than a year, at 
least 

The minister reiterated 
yesterday his displeasure 
that the banks had jumped 
ths gun by announcing their 
merger plans before that 
review was completed. 

The review was under- 
taken "with the full agree- 
ment of the industry. That 
was the process they 
wanted. We are fulfilling 


our part of the bargain." 

Despite an intensive lobby- 
ing campaign over the last 
year the banks made little 
headway in persuading 
Canadians that the mergers 
were needed to fend off for- 
eign competition or to allow 
the frggfeq to grow interna- 
tionally. 

Opinion polls showed 
grow i ng opposition to the 
mergers, and the Liberal 
government's own caucus 
urged Mr Martin to reject 
the deals. 


Editorial Cammed; Page 19- 



Paul Martin: ‘jury trill oof 


Corporate sector warned big 


Although future mergers have not been 
ruled out, Ottawa’s hurdles are unlikely to 
be cleared soon, writes Edward Alden 


C anada's Liberal govern- 
ment has sent a stern 
message to the coun- 
try's large corporate sector 
about the limits of globalisa- 
tion. 

The bank mergers, which 
would have given Canada's 
banks the size to compete on 
a North American and per- 
haps global scale, could not 
be - tolerated for domestic 
economic and political rea- 
sons. Banks big enough to 
compete globally would have 
had unacceptable domina- 
tion over the country's 
domestic landscape. 

The task now facing the 
government and Canada's 
big five banks is to find 
some nay to square that cir- 
cle. 

The proposed marriages 


would have created two 
banks that were among 
North America’s 10 largest. 
At that size, the banks said, 
they could have been signifi- 
cant international players, 
like their Swiss or Dutch 
counterparts. Without the 
mergers, they warned, they 
would face a bleak future as 
sh rinking players in a small 
domestic market 

But Canada's competition 
bureau, in an . exhaustive 
report found that the merg- 
ers would have seriously 
lessened domestic competi- 
tion and reduced service in 
at least three key banking 
businesses: retail branches, 
credit cards and full-service 
brokerage. 

Paul Martin, finance min , 
ister. said the mergers would 


have created an unaccept- 
able concentration of eco- 
nomic power in a few hands. 
The banks must now wait 
while the government com- 
pletes a process it began two 
years ago of overhauling reg- 
ulations governing financial 
services. 

Legislation expected over 
the next two years is likely 
to broaden access to Cana- 
da's payments system, ease 
the country's 10 per cent 
restriction on share owner- 
ship in banks, further open 
entry for foreign banks, and 
set out a process for review- 
ing future merger proposals 
to determine if they are in 
the public interest Legisla- 
tion allowing insurance com- 
panies to demutualise was 
recently introduced. 

While Mr Martin has not 
ruled out mergers in the 
future, he has set the hurdle 
so high It is unlikely to be 
cleared soon. He wants Can- 


FOCUS ON JIID6E LAWYERS WIU_ PRESS CLAIM ON DISCLOSUREOF LINKS WITH AMNESTY 

Lords consider whether to 
overturn Pinochet ruling 


By Robert Rice, 
Legal Correspondent 


In a move unprecedented in 
English legal history, the 
judicial committee of the 
House of Lords, the UK's 
highest court, will sit today 
to consider whether to 
overturn its own recent 
landmark ruling in the Gen- 
eral Augusto Pinochet case. 

The focus of what is expec- 
ted to be a two-day hearing 
by five law lords not 
involved in the original hear- 
ing will be one of their fel- 
low-judges, Lord Hoffmann. 

Lord Hoffmann was one of 
the three judges who ruled 
against Gen Pinochet last 
month. 

The general’s lawyers 
argue that Lord Hoffmann 
should have disclosed he had 


been a director of the chari- 
table arm of Amnesty Inter- 
national, the human rights 
group Involved in seeking 
the former Chilean dictator's 
extradition to Spain. 

The judge's wife, Gillian 
Sterner, works for Amnesty 
as an administrator. 

Lord Hoffmann is seen in 
legal circles as one of the 
brightest lawyers of his gen- 
eration. 

Ask any barrister about 
“Lenny" Hoffmann and the 
response is almost uni- 
formly: "Very bright", "inci- 
sive", “charming". 

For many lawyers, that is 
what makes his failure to 
disclose the Amnesty con- 
nection more puzzling. Had 
he been a judge in a lower 
court, such a failure would 
have provided automatic 


grounds for appeal 

"I'm surprised it appar- 
ently didn't occur to him at 
least to declare an interest," 
said the head of litigation at 
one of the City of London’s 
leading law firms. 

Lord Hoff m ann was bom 
in 1934 in Muizenberg, near 
Cape Town. His father was a 
solicitor. 

Lord Hoffmann was edu- 
cated at the South African 
College School and Cape 
Town University. 

In the 1950s he came to 
Oxford as a Rhodes scholar, 
like Lord Steyn, a fellow- 
South African and law lord 
in the Pinochet case. 

After practising at the 
South African Bar, he was 
called bo the English Bar in 
1964 where he gained a repu- 
tation as one of the best 


advocates and commercial 
lawyers of his generation. He 
became a Queen’s Counsel in 
1977, and was appointed a 
High Court judge in 1985 and 
a law lord in 1995. 

Like many South African 
lawyers who came to the UK 
during the apartheid era. 
Lord Hoffmann Is seen as a 
liberal. 

Bat his record on the 
bench suggests be is difficult 
to pigeonhole in that way. 

As a High Court judge, he 
ordered a journalist to reveal 
his sources, a ruling over- 
turned by the European 
Court of Hitman Rights in 
Strasbourg. 

Recently, he was in a 
minority in a House of Lords 
ruling that a former 
employee of RTZ in Namibia 
could not sue the conglomer- 


is not always best 


ada's large banks to remain 
in domestic hands yet, with- 
out an expanded foreign 
presence, the big five institu- 
tions - which control 81 per 
cent of domestic banking 
assets - are likely to main- 
tain such a stranglehold on 
the market that future merg- 
ers will similar ly run foul of 
competition policy. 

In an interview yesterday 
Mr Martin said there was no 
reason the hanks could not 
be competitive at home and 
successful abroad. 

“The regulatory structure 
we want to put in place is 
one that will enable them to 


national competitiveness. 
Many people would argue 
the opposite”. 

The minister pointed to 
the international successes 
of the Han* of Nova Scotia 
and the Toronto- Dominion 
Bank, which have pursued 
niche strategies abroad, as 
evidence that size is not 
essential for success. 

Mr Martin insisted he was 
not toning the banks how to 
run their businesses, but 
yesterday's decision has 
greatly restricted the choices 
they can make. 

As the chairmen of Royal 
Bank and the Bank of Mon- 


further their international 
ambitions," he said. "But it’s 
very clear that international 
competitiveness flows from 
strong domestic competitive- 
ness." 

In addition, he said, "the 
jury is still very much out as 
to whether large ste is an 
essential mgredient^fo inter 


treal, who are expected to 
abandon their merger plans, 
said yesterday. "The minis- 
ter clearly has a different 
vision of the future of our 
industry and our country's 
ability to compete in it His- 
tory will judge if Mr Martin 
has made the right decision 
for Canada." 



Lord Hofftnarm: one of three judges who rufod against Pinochet 


ate in England because legal they will also mount a High 
aid was not available to Court challenge to last 
bring a claim in Namibia. week’s decision by Jack 
General Pinochet’s law- Straw, the UK home secre- 
yers may find him a hard tary, authorising extradition 
target to hit proceedings against the gen- 
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INTERNATIONAL ECONOMIC INDICATORS: MONEY AND FINANCE 


IMs tabte snows growth rates tar the most wMefy talgwod meosuiK of narrow and broad money, a representative short- and tong-tain Interest nits series and an 
average equty market yield. AM Agues we percentages. 
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5.1 
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7.00 

2.95 

4.5 
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3.78 
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1-00 

7.0 

8.1 
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7.80 
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1993 

11.6 

1.1 
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5.86 

2.78 

3.0 

1.4 

2.35 

4.18 

0.87 

9A 

72 

728 

047 

2.11 

1994 
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1.4 

4.87 

7.08 

2.88 

5.4 

2.9 
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3.7 
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72 

3.31 
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1.03 

ao 

42 
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-0.6 

59 
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5.80 

1.58 

8.9 

3.8 

0.67 

1.7 1 

1.00 

3.7 

42 

3.73 

522 

1.40 
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-0.7 

6.0 

5.47 

5.54 

1.59 

9.7 

43 

0.95 

1.74 

1.00 

4.4 

32 
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5.12 

128 
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-0.2 

6.5 

5.46 

5.61 

1.51 

10J 

5.0 

1.04 

1.76 

025 

52 

3.4 

321 
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1.31 

March 

0.6 

6.8 

5.46 

5.64 

1.44 

B.e 

43 

0«4 

1.B2 

096 

5.5 

49 

322 

490 

128 
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1 2 

7.1 

5.48 

5.63 

1.41 

8.1 

3.6 

0.71 

1.62 
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72 

42 

3.63 

490 
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May 

1.3 

72 

5.51 

5.66 

1.42 

8.0 

3 3 

0.62 

137 

0.8G 

5.6 

3.7 

3.63 

496 

123 
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0.9 

72 

5-51 

5.49 

1.42 

7.4 

3.4 

0.60 

128 

1.01 

&1 

42 

326 

420 

1.19 
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0.6 

73 

5.60 

5.45 

1.37 

&1 

3.5 

0.74 

1.42 

0.95 

52 

42 

324 

4.69 

1.14 
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-0.2 

72 

5.50 

5.33 

1.48 

7.9 

3.8 

0.75 

1A7 
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59 

4.Q 

320 

4.42 

122 
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0-0 

79 

5.35 

A.BO 

i.sa 

73 

3.9 

0.55 

1.05 

1.11 

72 

42 

349 

4.04 

126 

October 

1.6 

8,5 

5.10 

4.52 

1.56 

8.6 

33 

058 

0.B6 

1.16 

ai 

59 

327 

493 

123 

November 

1.7 

82 

5.15 

4.84 

1.30 
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0.92 

1.02 
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63 
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1989 

7.6 
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6.79 

2.88 

7.2 
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12.42 

11.61 

2.46 

53 

17.4 
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10.11 
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1990 

3.8 

9.3 

10.32 

9.92 

3.19 

90 

7.0 
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52 
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9.62 
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1320 

3.45 

2 A 

7 3 

1128 

1096 

497 

1992 

-0.3 

SA 

10.36 

8.57 

3-55 

53 

3.1 

13.83 

1329 

3.63 

2.4 

5.1 

9.74 

9.09 

4.91 

1993 

T.1 

-3.0 

655 

6.75 

3.21 

4.7 

2.8 
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32 
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1994 
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1.7 
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6.6 

3.6 
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10.56 

1.67 
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5.1 

527 
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1995 

72 

42 

6.60 
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59 

72 
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92 
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3.08 
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1.7 
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9.7 

6.01 

5.74 

1,66 

07 
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7.71 
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Countries hit 
by Mitch to get 
$6.3bn support 


By Janes WHson in Washington 
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Central America will enjoy 
at least $62bn In interna- 
tional support as the region 
sets about rebuilding after 
the devastation caused by 
Hurricane Mitch in October. 

The assistance was 
announced after tones last 
wreek in Washington 
between regional leaders and 
donors including richer 
countries, multilateral banks 
and aid agencies. It includes 
grants, soft loans and the 
expectation of future debt 
relief, as well as emergency 
aid already committed. 

Most will go to Honduras 
and Nicaragua, the countries 
worst affected by Mitch. 

Not all of the sum prom- 
ised has arisen from new 
commitments as some would 
have been channelled to the 
region anyway. The World 
Bank's support of tlbn in 
highly concessional credits 
Is double the level that could 
have been expected. The 
Inter-American Development 
Bank, which has pledged 
credits of $2.5bn over five 
years, would ordinarily have 
agreed around Sl.TSJm, one 
bank official said. ^ 

On . the eve of the meeting 
the IADB secured support 
from richer member coun- 
tries for more concessional 
funds to Centra] America. 

Enrique Iglesias, IADB 
president, said the meeting 
"sent a dear message of the 
international community's 
sensitivity". More specific 
pledges are expected at a fur- 
ther round of talks In Stock- 
holm next May, once 
affected countries have 
drawn up exact rebuilding 
plans. "Washington is the 


beginning of the process, no 
the end," said Mr Iglesias. 

Many of the funds woe 
and the three-year, deb 
repayment freeze given b; 
the Paris Club of credito 
nations, will help to plui 
holes left by the collapse o 
exports after the hurricane 
The World Bank and Intel 
national Monetary Fluid sa; 
the combined external finan 
dug gap for Honduras, Gua 
temala, El Salvador ant 
Nicaragua wfll be $600m ii 
1999 and $450m in 2000, stem 
ming from lost exports am 
increased imports of emer 
gency supplies. 

Some of the biggest bilat 
eral aid offers have comi 
from the US. Japan, France 
Spain and Nordic countries 
Japan expects to givt 
between $l25m and SISOn 
over the next few months. . 

President Bill Clintoz 
promised to support mon 
trade preferences, whlcl 
would secure long term ben 
efits for the region. Centra 
American leaders appear ec 
optimistic after meeting Mi 
Clinton, US congressmez 
and senators, who wo ok 
have to pass the l eg islation 

One Democrat said anj 
enhanced trade package 
would be controversial 
b ecau se of* differences 
between the House of Repre- 
sentatives and the Senate, 
which favours a narrow sei 
of- measures. 

With recognition in manj 
quarters that environmental 
degradation added to the 
hurricane’s destruction. Mi 
Iglesias said countries would 
also' meet to consider the 
ecological implications, as 
well as disaster response 
methods. 


White House 
plea for vote 
on censure 

By Gerard Baker hi Was ftl ngtoo travelling abroad, he said: 
and Stephen Fkfier in Gaza City “The boundaries of what's 

appropriate have been 

The White House yesterday changed rather dramatically 
tried to Atom the rising tide In the last several m o nths, Z 
in the House of Represents- think." 
tives for the Impeachment of Opinion polls have consis- 
President Bill Clinton with a tently Indicated most 
idea to let congressmen have Americans do not want Mr 
the chance to vote for the Clinton impeached and 
lesser penalty of erasure. . many would prefer some 
A1 Gore, -vice president, form of reprimand. Demo- 
attacked congressional lead* eratlc ga ins In the mid-term 
era for their refusal to allow congressional elections last 
the House a vote on censure month seemed to confirm 
as an alternative to impeach-, that preference, but Republi- 
ing Mr Clinton for alleged cans have pressed on with 
perjury, obstruction of jus- Impeachment regardless, 
tice and abuse of power in Mr Gore promised to work 
the Monica Lewinsky case. to find a way to give mem- 
**It is not in keeping with bers a dunce to v ote to a 
the wishes of the American censure when the impeach* 
people. It Is not following the meat debate takes place on 
wisdom of the American Thursday. Many Democrats 
people." he said. believe a number of Repubti- 

During a visit to Gaza City cans could be persuaded to 
yesterday, as part erf his Mid- vote for a. reprimand and 
die East tour, Mr Clinton they are promising to try a 
said he was still willing to variety of procedural ruses 
find a compromise with Con- to insert a censure motion 
gross to avoid impeachment, into the debate, 
which he said was not in the But with battle lines hard- 

interests of the US or the ralng in the Republican-con- 
American people. trolled House, Democratic 

with Yassir Arafat, the efforts seem likely to felL 
Palestinian leader, by his The impeachment vote is 
side, he told journalists: "I still too dose to call, accord- 
don't believe it’s in the inter* tag to both sides. Attention 
est of the United States or continues to focus on about 
the American people to go 20 moderate Republicans 
through this impeachment who are understood to be 
process with a trial in the Uneasy about voting for 
Senate. Impeachment 

"That's why I have offered Mr Clinton became only 
to make every reasonable the second president in. his- 
effort to make any reason- tory to fece the ordeal of an 
able compromise with the impeachment vote when the 
Congress. I still believe that House judiciary committee 
and Fm stm willing to do approved four articles of 
that" said Mr Clinton. impeachment at the week- 

Asked if it was appropriate end. If a simple majority, of 
for the Republican leader- the House votes to Impeach 
ship in Congress to call for hfa* the case will be sent to 
Ins resignation while he was the Senate for .trial 


NEWS DIGEST 


PDVSA A CCUSED BY CHAVEZ . 

Venezuela oil chief warns 
against more budget cilts 

Lute Giusti, head of Petrtieos de Venezuela (PDVSA), the 
state oil company, yesterday warned against the imposi- 
tion of further cuts to the company’s budget and rejected 
accusations by Hugo Ch&vez. president-elect, of wasteful 
spending. 

"The 1999 budget is already the smallest in 10 years," 
said Mr Giusti. emphasising the company's efforts to. ; 
reduce costs In recant years. He also rejected Mr Chdv- 
ez’s allegations of insufficient transparency and “hidden 
assets" abroad. “There b no company that is supervised, 
controlled and audited more than PDVSA. There are abb 
no mysteries about PDVSA's foreign operations - they are 
our distribution branch and guarantee us market share and 
better margins." 

Mr Chdvez has accused the group of being "a state .’ 
within a state” and warned that it would have to rein in j 
costs. He has suggested redirecting funds from the con* 
pany to subsidise agriculture and tourism and to pay forj 
Increased social spending, prompting concern among i 
domestic and foreign oQ companies. -I 

PDVSA officials warned that further reductions in the ' 
company’s budget would affect next year’s production lev- 
els and Its fiscal contributions to the government 1 
Raymond Colltt Caracas [ 


PUERTO RJCO 


Governor defiant after poll 

Pedro RosseHo, governor of Puerto Rico, still Intends to 
ask the US Congress to make the island the 51st state of 
the union despite the rejection of hb plan in a plebiscite a 
the weekend. Opposition leaders say the result of Sun- 
day’s referendum has killed ail chances of Puerto Rico ' 
being admitted as a state. 

But it was dose. The island of 3.7m people was given a 
number of options to choose front and rejected them aU. 
Some 502 per cent of voters backed toe opposition's call 
for no change, while 46.5 per cent supported statehood. 
Independence was supported by 2.5 per cent -while free 
association received 0.3 per cent - 
Mr RosseJfo campaigned for statehood, saying the Islam 
would be economically better off as^ part of top union. 
Advocates of toe status quo said, however, ft was better 
to build on the currant arrangement than become the 
poorest state of toe union. 

Under toe present relationship. Puerto Ricans vote In 
presidential primary elections, but not In US general elec- 
tions. They have one non-voting representative in Wash- 
ington, and do not pay federal taxes. The bland is given 
brfflons of dollars each year In food stamps and other fed- 
eral aid from Washington, and although Puerto Ricans 

fight in toe US army, the bland sends its own teams to thi 

Olympic Games. Canute James, Kingston 


INTERNATIONAL MONETARY FUND 


Argentina io seek waive 

Argentina tooks set to seek a waiver from thi 
Monetary Fund after admitting it win overeho 
fisraldeficft target for this year by about $35 
ministry offkaals also said. they would be cut 
yearte growth forecast from the 4.8 per cent 

2-5-3 pa- certain, 
most private sector forecasts. 

Sf® 0 " * n J Buwros Aires b this wtx 
romplete the second revue of Argentina's cc 
toe three-year $2.8bn extended fund facility ; 

results from the international financial crisis t 
m^gemen^ a view Rkely to tesh^dtyti 
Revenues have fallen $600m from budgets 
*** cri f is whfietoec 

Jf? wSS ocon ? m,c 9 TDWtf » sharply. The ffc 
*2!® 981 to ** from 
,? ( SLP roduc t. growth ten to 
per cent fn the third quarter, aaainst a rw 
cent in the second pedodR* ' 
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WORLD TRADE 




EU changes tack 
in banana dispute 


By iha Bucktey in Brussels « 
» Jonquferes In London 


Unit 


final/ 


the 


The European 
yesterday signalled a 
approach to its c onflic t 
the US over its ^ 
import regime, sayln 
would ask a World 
Organisation disputes 
to judge whether 
arra n gement complied 
world trade rules. 

But it warned that 
US proceeded with 

publish today a 

EU exports on whi. 
threatening eaneti 
retaliation over 
Brussels would _ 
lenge in the WTO 
islation underp: 
proposed measures 
The US trade 
five’s office said 
would cooperate 
request for 
panel, provided 
aspects of the 
still expected 
sanctions List 
days before US 
Clinton is due 
leaders in W 
Peter Scher, 
ambassador, 
entitled to 
on February 
new WTO 


ith/ 


. ft 
anEU 
WTO 
all 
But it 
illsh the 
- three 
it Bin 

EU 


Jrneet 


trade 
US was 


[sanctions 


iven if a 
had not 


determined by then whether 
the Regime, complied witb- 
world trade rules. But EU 
officials questioned whether 
sanctions could be legally 
Imposed in such circum- 
stances. 

Mr Scher expressed sur- 
prise that the EU had itself 
decided to ask for a WTO 
panel to review the regime, 
after repeatedly rebuffing US 
' efforts to get it to agree to do 
so. 

A WTO disputes panel last 
year ruled against the 
regime, which favours 
imports from former British 
and French colonies in 
Africa, the Caribbean and 
Pacific. Although the EU is 
amending the arrangement, 
the US says, it still violates 
world trade rules and dis- 
criminates against US dis- 
tributors of Latin American 
fruit 

After winning approval 
from a committee of EU 
states' trade officials, Sir 
Leon Brlttan, EU trade com- 
missioner, said in a letter to 
Charlene Barshefsky, US 
trade representative, that 
the panel request was an 
“exceptional initiative". . 

“Since you have so for not 
found it opportune to bring a 
complaint against our new 
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SHIPPINEifAFETY < 


Concert grows over losses 
of drvbulk (barriers 


The worfd'sjy bulk 


coal, ore i 


«th 


years, 
the 

between 
ucts by 
market, 
bulk 
M 

United 

bulk cant/ 1 safety 
report 
typhoon 
denting 


grain, are 
in the 
losses 
166 
and 1 
the 


seminar 
the Inti 
shipi 


the toss 
1980. Ti 


Chris 
[Counca, 
ofthe 
» said the 

i .ter 

f for use 


i, which transport cargoes of 
form the focus of safety 
Ing industry over the next few 
been a source of concern in 
and 637 crew members lost 
!. Companies shipping bulk prod- 
ic Exchange, the London shipping 
steps to improve the operation of 
ship safety, was told yesterday. 

Maritime Organisation, the 
agency, has approved a review of 
the publication in March of the 
the Derbyshire with its 44 crew in a 
international associations repre- 
and metaJs sectors have agreed to 
of shipping practice among their 
:, secretary general ofthe European 
Id the seminar, dim Buckley, chief 
Exchange, where shippers charter 
ie was devising a standardised 
[acting date from the owners of dry 
brokers fixing contracts. Charles Bat- 


Correspondent 
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WTO tails delayed again 


Members of 

technology 

mem ofthe 

scope to 

held in 
that would 
2002. Some 
items. WhHe 
European 
ing 
more 
objecting 
and 

In 1997 
cent of the 
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range of 


(World Trade Organisation's Information 

lent have accepted another postpone- 

i ter comporting talks on extending its 

products. Further negotiations will be 

with the aim of completing an ITA-11 pact 

> duties on 200 high-tech products by 

nations wfll have until 2007 for certain 

st HA members, including the US and 
i, support the proposed fist, some develpp- 
1 16 have objections. Malaysia wants 

etectrof^c products included, while India is 

indusfo: i of non-tt items such as radar 

equtpn ent and satellite parts, 
membe ; accounting for more than 90 per 
ilus annual trade in Information tech- 
: to eliminate tariffs on a wide 

and elecommun icaiions goods by 


2000. However, talks ofl CTA-II, which should have ended 


lave proved fore difficult, even though the 


last June, 
addititeialjiroduct Dst 


search forponsensus. 


been more than halved in the 
Willems. Geneva 
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Rolls-Royce In Taiwan pact 


Rolls-Royce of the UK 
ments to rMaborate 

power generation 

intent to form a * 

Industrial 

affiance, Taiwanese 
components and * 

aero engine. Roll 
of understanding 
merit Corporation 
to worit together 
Michael 


lay signed preliminary agree- 

Taiwan on aero engine and 
_x The UK group signed a letter of 
lie affiance with Taiwan's Aerospace 
Corporation. Under the proposed 
jrarfacturers would make gas turbine 
to buDd Rolls-Royce's Trent 500 
fcealso concluded a memorandum 
the Aerospace Industrial Deveto p- 
„ the Chinese Petroleum Corporation 
^electricity projects to Taiwan. 
Aerospace Correspondent 
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regime against the WTO, we 
WUl ourselves request a 
WTO panel to determine 
that the regime is ft con-, 
finnity with our interna- 
tional obligations," Sir Leon 
wrote. 

!Tt will, of course, remain 
open to -the United States 
under such a procedure to 
seek to demonstrate to the 
satisfaction of the WTO that 
your criticism of our system 
is valid.” he added 
, EU officials insisted yes- 
terday that the move was 
not a concession to the US, 
but . a way of putting pres- 
sure on Washington to 
respect its own responsibili- 
ties under the multilateral 
trading system. 

The US has proposed an 
'’accelerated’' disputes proce- 
dure . through the WTO. to 
determine whether the EU 
has done enough to change 
its banana regime. The US 
insists the pane) and any 
appeal procedure must be 
completed within 90 days. 
But Brussels says at least 
170 days would be needed. 
EU officials said they would 
ask for. a WTO panel to 
report “as soon as possible." 
They also said Washington 
was free to use the panel to 
voice its complaints. 


Thai minister ‘ahead in WTO race’ 


By Frances WHRans 
to Geneva and 

Guy de Jonqu&es to London 


Supacbai panitchpakdl, 
Thailand’s deputy prime 
minister, was yesterday said 
to be leading the race to 
become the next head of the 
World Trade Organisation 
by the two trade diplomats 
charged with consulting 
WTO members on the mat- 
ter. 

However, the result was 
Immediately challenged by 
Canada, whose Roy 
MacLaren was ranked last of 
the four candidates. The pre- 


liminary rankings also do 
not include the views of the 
two trade superpowers, the 
US and the European Union, 
which have yet to declare a 
preference that could ulti- 
mately prove decisive. 

The continuing stalemate 
will increase the pressure on 
Washington and Brussels to 
make known quickly their 
choice of a new director-gen- 
eral to succeed Rena to Rugg- 
iero of Italy, whose term 
ends next April. 

The EU has yet to express 
a clear preference because 
its 15 member states remain 
divided over which candi- 


date to support. The US, 
which is believed not to have 
consulted the EU on the 
issue so far, has not indi- 
cated which of the contend- 
ers it favours. 

The informal group or 
developing countries, which 
represents the bulk of the 
WTO's membership, yester- 
day called on them to 
declare their views “as soon 
as possible” to enable a deci- 
sion on the next WTO chief 
to be made by Friday, 
according to the timetable 
agreed last summer. 

In a statement the group 
hinted that it would, if nec- 


essary, try to push the issue 
to a vote if consensus could 
not be reached at Friday's 
meeting, a threat that is 
clearly designed to flush out 
the US and EU positions. 

William Rossier. Switzer- 
land's WTO ambassador, and 
Celso Lafer, his Brazilian 
counterpart, told WTO mem- 
bers yesterday that Mr Supa- 
chai had the greatest depth 
of support among the coun- 
tries expressing a view. 

Mike Moore of New Zea- 
land had about 75 per cent of 
Mr Supachai's support. Has- 
san Abuyoub of Morocco just 
under 50 per cent and Mr 


MacLaren under 30 per cent. 

Mr Rossier said the ratings 
were based on candidates' 
rankings according to order 
of preference, their geo- 
graphical spread of support 
and their level of acceptance 
by all WTO members. The 
criteria all pointed in the 
same direction, he added. 

However, some trade dip- 
lomats suggested that Mr 
Supacbai was supported by 
fewer than half the WTO 
members who had expressed 
a Ann view, Mr Abuyoub by 

a third. Mr MacLaren by a 

fifth and Kir Moore by only a 
twentieth. 


Take-off forecast for DVD video sales 


By Alto Rawstium in London 


Sales of DVD video, the 
compact disc version of the 
video cassette, should take 
off in Europe next year when 
nearly 500,000 players will be 
sold, according to a new 
study. 

After a slow start, DVD 
video is now selling well in 
North America. The new 
disc technology did not go 
on sale in Europe tmtil last 
spring, and the electronics 
and entert ainm ent indus- 
tries are still waiting anx- 
iously to see whether it will 
be accepted as a mass-mar- 


ket product by European 
consumers. 

The study, compiled by 
Screen Digest, tbe film 
industry newsletter, fore- 
casts that 125.000 DVD video 
players will be sold in 
Europe this year, with sales 
rising to 485,000 in 1999 and 
to just over lm in 2000. 

On the software front, 
sales of pre-recorded DVD 
video discs are expected to 
rise from 1.44m in 1998, to 
6.52m in 1999 and 14.74m in 
2000. Screen Digest calcu- 
lates that, at present, each 
DVD video owner is buying 
an average of 11 pre-recorded 


discs, but expects that figure 
to increase to 14 next year as 
more software titles become 
available. 

A successful launch for 
DVD video is regarded as 
critically important by tbe 
electronics industry, which 
is dogged by maturing mar- 
kets and fierce competition 
from computer products. 
Similarly, the entertainment 
business is anxious to find a 
profitable alternative to low 
margin video cassettes. 

Both sectors have invested 
heavily in DVD video’s 
debut, notably by ensuring 
that the launch prices of 


hardware and software are 
as low as possible. So far. 
this strategy seems to have 
paid off. Philips, the Dutch 
consumer electronics com- 
pany, estimates that DVD 
video is selling 10 times fas- 
ter than audio compact discs 
at tbe same point in tbe 
cycle. 

So far, the development of 
the European DVD video 
market is running slightly 
ahead of expectations. 
Screen Digest says that, orig- 
inally. 18 hardware suppliers 
intended to introduce 28 dif- 
ferent models in Europe this 
year, but 34 models are 


already on sale. At least 17 
other models are sec to go on 
sale during 1999. Similarly, 
the range of pre-recorded 
software available is expec- 
ted to increase significantly. 

However, the market's 
future growth could be 
clouded by relatively low 
consumer awareness of DVD 
video. Last March, only 9 per 
cent of UK men were aware 
of the new products, accord- 
ing to Taylor Nelson. 

DVD Video: European Mar- 
ket J 998-2000. E 495 from 
Screen Digest, 38 Georgiana 
Street. London NW} 0EB. 
Tel: 444 171 482 5842. 
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What, exactly. 


Is the best way to 


share 


a thought? 


Do you post it on your Intranet? Or do you say it on the Internet? Should you e-mail it? Or fax it? With so many ways to connect, you need 
the help of a company that can help you unify them all - Nortel Networks* A company whose solutions are at the heart of mission 
.critical networks --ranging from the world's largest capital markets, to the world's busiest call centers. We've even connected entire countries 
through advanced wireless networks. For a few thoughts on how you can unify your networks, please visit us at www.nortelnetworks.com. 
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How the world shares Ideas. 


ndtm HrtvjtnkkTtvi Monel Met/nHii Iftjo and How lfce «vwM Vuirj ideas aie iratetnarts of NonheWieletoni Unwed C1998 Northern Te l eco m umitrd an 114M1 wuc-in. 










12 


FINANCIAL TIMES TUESDAY DECEMBER 15 l«W* 


BRITAIN 


MANUFACTURING AFTER 0.5% DROP IN YEAR TO NOVEMBER, ECONOMISTS WARN OF WEAKER DOMESTIC DEMAND 


Biggest price fall for 40 years 


By Christopher Adams 
h London 


Output prices 

Anna* percentage donga 


Competitive pressures and 
falling raw material prices 
have prompted the sharpest 
fall in manufacturers' prices 
for at least 40 years. 

Official figures showed the 
price of finished goods, 
excluding volatile products 
such as food, drink, tobacco 
and petroleum, dropped 0.5 
per cent in the year to 
November, the biggest fall 
since records began. 

Economists said faltering 
domestic demand was forc- 
ing retailers as well as 
manufacturers to run down 
stocks of unsold goods, a 
trend which was likely to 
continue, leading to further 
price falls. 

A sustained period of 
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98 NOV 


deflation in manufacturing 
could severely erode produc- 
ers' margins. Until now. 
weak commodity prices and 
the effects of a strong pound 
on the value of imported raw 


materials, while contribut- 
ing to a fall In output prices, 
have also provided some 
relief for UK manufacturers 

by pushing production costs 

lower. 

The Office for National 
Statistics said the price of 
goods leaving the factory 
gate rose 0.1 per cent in 
November, the same rale of 
monthly growth as In Octo- 
ber and the lowest since 
I960. Prices for office 
machinery, computers. TVs 
and radios have been falling 
steeply, reflecting the 
increased competition from 
exporters in east Asia. 

But textiles, leather and 
wood-based products, feed- 
ing markets for clothing, 
shoes and household furni- 
ture. have also declined 
sharply. 


John Redwood, the opposi- 
tion Conservative party 
shadow trade and industry 
secretary, said the figures 
were a warning that the 
problems in manufacturing 

were likely to intensify. "It 
shows that the squeeze on 
manufacturing is getting 
worse. We all know that 
wages are still going tip and 
that the pound continues to 
put pressure on exporters so 
those companies that are 
managing to stay in business 
will see their margins eroded 
further.'’ 

The Treasury countered 
that falling raw material 
costs were “a significant 
part of the overall picture”. 
Stripping out the more vola- 
tile components, input prices 
fell 4.6 per cent in the year 
ot November. 


The Engineering Employ- 
ers’ Federation said confir- 
mation of weak inflationary 
pressures in the economy 
should give the monetary 
policy committee of the 
Bank of England, the UK 
central ' bank, greater confi- 
dence to cut interest rates 
further. 

Michael Hume, economist 
at Lehman Brothers, said 
lower factory goods prices 
would help drive inflation- 
ary pressures out of the 
economy. Official data today 
are expected to show, under- 
lying inflation hitting the 
government’s targeted 
anneal growth rate of 2 £ per 
cent for the fourth month in 
succession. 


Ecfipse of Manufacturing, 
Comment Page 


Chancellor 
to outline 
vision 
of global 
stability 

By David VHghton, 

Pofitical Correspondent 


The private sector will have 
to shoulder a greater respon- 
sibility for the prevention of 
future International finan- 
cial crises, Gordon Brown, 
chancellor of the exchequer, 
will warn today. 

He will argue that in 
return for greater transpar- 
ency from countries seeking 
support from international 
institutions, investors will 
have a duty to “engage” 
with those governments in 
bad times as well as good. 

In a speech at Harvard 
University. Mr Brown will 
also warn governments that 
they cannot “pick arid mix” 
from the new codes of con- 
duct on financial disciplines 
and corporate governance 
agreed by the Group of 
Seven leading economies. 
Implementation, of the codes 
must be a condition of any 
IMF or World Bank support 
in the future. 

Mr Brown will use the 
speech to look ahead from 
the work done on a new 



Gordon Brown: meetings at IMF and World Bank Press Association 


international financial archi- 
tecture in response to the 
Asian crisis. He will have 
meetings with US officials 
and the heads of the IMF 
and World Bank to plan a 
programme for the G7 after 
the end of this year's UK 
chairmanship. 

In the speech at Harvard’s 
Kennedy School of Govern- 
ment, Mr Brown will set out 
his vision of an international 
financial system that “cap- 
tures the full benefits of 
global markets and capital 
flows, minimises the risk of 
disruption, maximises oppor- 


tunity for all and lifts up the 
most vulnerable”. 

He will stress that both 
governments and investors 
have matching rights and 
responsibilities. The process 
of crisis prevention rests 
first with governments and 
their duty to inform inves- 
tors but It also extends into 
the private sector. In return 
far the flow of Information, 
the private sector has a 
responsibility to agree crisis 
resolution procedures with 
features such as collective 
representation and majority 
voting for creditor decisions. 


SA asbestos 
victims can sue 
in England 


By Hobart Rice, 
Legal Correspondent 


The House of Lords yester- 
day gave the go-ahead for 

five South African asbestos 
victims to sue their former 
employer in the English 
High Court 

The Lords refused permis- 
sion for Cape, a UK-based 
multinational, to appeal 
against a Court of Appeal 
ruling in July that the 
claims could proceed in 
England. The house, the 
unelected upper chamber of 
parliament, was acting as 
the country's highest court 
of appeal. 

The five claimants in the 
suit were exposed to blue 
and brown asbestos either at 
work or by living close to 
Cape’s mills and mines in 
South Africa. The South 
African asbestos was 
exported to Europe and the 
US for use in asbestos manu- 
facturing. 

Cape divested from South 
Africa in 1979 leaving 
uncompensated victims and 
leaving the South African 
government to deal with the 
rehabilitation of the mines 
and dumps, which pose a 


serious health hazard. 

Leigh Day & Co, the 
English law firm acting for 
the claimants says Cape was 
aware of the. hazards of 
asbestos from at least 1931 
when asbestos regulations 
were introduced in the UK. 
The company has settled 
hundreds of cases brought 
by UK workers and never 
defended a case at trial on 
liability. 

Leigh Day said yesterday 
that the fundamental princi- 
ple invoked by the cases is 
that multinational compa- 
nies that undertake hazard- 
ous operations overseas in 
breach of known health and 
safety and environmental 
standards should he held 
legally responsible for any 
injuries that result. 

The claims follow action 
brought in Pn gland by Leigh 
Day on behalf of 20 Tbor 
Chemicals workers in NataL 
who suffered mercury poi- 
soning, and cancer victims 
from RTZ’s Rossing uranium 
mine in Namibia. 

The Thor case was settled 
In April 1997 for RlOm <£lm) 
and a further 21 Thor work- 
ers won permission to sue in 
the UK in July. 


Biotech sector is urged to boost production 


By David PflTmg, 

Pharmaceuticals Correspondent 

If the UK's nascent bio- 
technology Industry is to 
maintain its leadership in 
Europe, companies must 
sharply Increase manufac- 
turing capacity as they shift 
from research to production. 


A report from the Bio- 
Industry Association, to be 
issued today, voices concern 
that the UK could lose the 
initiative as biotech compa- 
nies shift Into production, 
particularly since traditional 
pharmaceutical manufactur- 
ing is moving overseas to 
lower-tax economies. 


The UK, with the second- 
biggest biotechnology sector 
in the world, is 10 years 
behind the US. where compa- 
nies have become profitable 
and where biopharmaceuti- 
cals - based on proteins and 
genes - account for 10 per 
cent of new drugs. 

As more UK companies 


begin to test potential drugs 
over the next flew years, the 
danger is they may not have 
sufficient manufacturing 
capacity. “There is a lack of 
realism about what is going 
to be needed," said Paul 
Edwards, chairman of the 
BIA's manufacturing com- 
mittee. “The worry is that 


high-tech clusters will build 
up elsewhere." 

The BIA says UK universi- 
ties. although very strong in 
traditional chemicals, have 
been slow to adapt to the 
biotech revolution. The UK 
produces only 50 bio- 
chemical engineers a year 
against 750 in the US. 


Daewoo 
executive 
deplores 
swap with 
Samsung 


8y John Murray Brown 
faOobfa 


Daniel McLarnon. managing 
director of Daewoo Electron- 
fas to Northern Ireland, yes- 
terday urged the UK govern- 
ment to put pressure on the 
South Korean government to 
halt the proposed corporate 
swap with Samsung. 

Under the $58bn rescue of 
Korea’s chaebols - indus- 
trial conglomerates - led by 
the International Monetary 
Fund, Daewoo’s electronics 
operations would be 
swapped with S amsung , as 
the five main chaebols 
“unbundle” their businesses 
to concentrate on erne activi- 
ties so that Daewoo would 
focus on cars and heavy 
industries, leaving electron- 
ics to Samsung. 

“This does not need to 
happen,” said Mr McLarnon. 
“Many industry analysts to 
South Korea and across 
Europe are against it. A 
small change to the restruct- 
uring programme currently 
under discussion in Korea 
could make a massive differ- 
ence to 1.000 families in 
Antrim fa Northern Ireland 
county],’’ he said. 

“Samsung have demon- 
strated that they are not 
interested to maintaining 
consumer electronics in the 
UK and have steadily been 
moving their own business 
to former eastern bloc coun- 
tries.’' 

firfftip Millar of the Amal- 
gamated Engineering Union 
said: “This deal makes no 
economic sense and the 
employees will suffer. Dae- 
woo Electronics - a highly 
profitable company - is 
about to be banded over to a 
loss-making conglomerate. 

The Industrial Develop- 
ment Board. Northern 
Ireland's promotion agency, 
said it would “continue to 
monitor” developments but 
said it would “take some 
tfiw for the details of the 
IMF deal to emerge”. Dae- 
woo’s Antrim plant is the 
second-largest video recorder 
factory in Europe. . 

Company officials warned 
that any decision to close 
the Antrim and Carrickfer- 
gus factories could have 
knock-on effects on some of 
these suppliers, in eluding its 
own subsidiary Daewha 
Metal which employs 120 
people in Antrim. 

• Direct investment in the 
UK by companies from else- 
where increased by £6.1bn 
(510. Ibn) to £2L8bn to 1997, 
the highest figure ever 
recorded, the Office For 
National Statistics said yes- 
terday. The US was the big- 
gest 1997 investor followed 
by the Netherlands and 
France. 


Ombudsman to investigate island’s EU aid protest 


By Brian Groom fa London 


The European ombudsman 
is to investigate a complaint 
from the Isle of Wight that it 
is being deprived of regional 
aid because of “unfair and 
discriminatory” treatment 
by Eurostat, the ElTs statis- 
tical agency. THe 38,000 ha 
island next to the south 
coast of England has a popu- 
lation of about 120,000. 

In a surprise decision in 


June. Eurostat accepted that 
the county of Cornwall in 
south-west England and 
West Wales and the Valleys 
could be classed as statisti- 
cal areas in their own right, 
allowing them to qualify for 
Objective l, the highest EU 
aid category. 

These areas, along with 
Merseyside in north-west 
England and South York- 
shire. expect to receive a 
total of £2bn-£4bn ($3.3bn- 


56.6b n) to the funding round 
from 2000 to 2006, currently 
under discussion in the 
Council of Ministers. 

The Isle of Wight, which 
hoped for at least £20m for a 
new airport, roads, business 
parks and training, was 
rejected as too small. For 
statistical purposes, it is 
linked to the county of 
Hampshire, its wealthier 
mainland neighbour. 

Although the island is 


only 10km from the main- 
land, it lacks south-east 
England’s prosperity. It says 
it Is the only island of its 
size to receive no funding 
from the EU or from its own 
government in recognition of 
the difficulties of being an 
island. 

Unemployment, at 6.4 per 
cent in October, is more 
than double the south-east 
England rate. Ferry cross- 
ings from the mainland 


cities of Portsmouth and 
Southampton are among the 
most expensive per kilo- 
metre in the world. 

“Gross domestic product 
per head was 65 per cent of 
the EU average in 1995, but 
by putting us together with 
Hampshire that became 99 
per cent,” said John Bentley, 
economic development 
manager at Isle of Wight 
council. 

Island authorities point to 


article 158 of the Amsterdam 
treaty, calling for special 
treatment for backward 
island regions, and a Euro- 
pean Court of Justice ruling 
on discrimination. 

The ombudsman, Jan Sod- 
erman, has only advisory 
powers. Eurostat said its 
negotiations with the UK 
Office for National Statistics 
were dosed: it would take a 
fresh UK initiative to re- 
open them. 
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Blair scom^ Conservative 
claim of faihre in Europe 


refected claims 

i opposition Conservative 
; was fattSnB to detent] 


J s failure of toadershfo, 
»al to its rtteperrterce 
| Stair accused Mr Hague 
i tort "to® lunatics .. 


Tony Blair, the prime 
from Mam Hague. leader 
party, that the Labour govw 
UK interests in the European 

■As 8 direct result of Tony 1 
Britain now faces the greatest] 
for decades." .Mr Hague said 
of losing control of Ws party, * . .. 

have taken over the asylum", dmirig that the govern- 
ment had transformed Britan’s rations with the rest of 
foe EU since ft took office, Mr Btr said thal if the Conser- 
vatives had stffl be«i In power. Ban would “hot have 
any affles anywhere in Europe". Ta pome minister's out- 
spoken comments reflect a deten nation to make the EU 
a key area of poUticaf "definition" ftweoh Labour and trie 
Conservatives. David Wighton, U£o n 

FORMER CHILD MIGRANTS^ 

Fund to help trace amilies 

The Government is to set up a Elm 1.66m) fund to help 
former British child migrants to Comonwealfo countries 
to trace thw tost families. Some 15000 children were 
shipped out of Britain to Australia. Ctada and New Zea- - 
land by charities. Some suffered physai or sexual abuse 
and many were wrongly told by the ohanages they were 
sent to that they had no surviving fan:/ tn the UK. 

“For 100 years or so. British govements and the gov- 
ernments In receiving countries aRowa voluntary organi- 
sations to emigrate children until toe fa scheme was 
stopped in the late 1960s.” Frank Dobm, chief health 
minister, said yesterday. "On behalf of® government l 
offer my sympathy and sincere regrets; was a misguided 
policy.” He was responding to a reporty the House of 
Commons health committee which desfoed toe treat- 
ment of the child migrants as "barbaric 


CRIMINAL RECORDS BUREAU 

■ — — — p— — 

Vetting plan for job aplicants 

Every employer wtB be allowed to ask jotapplicants to 
produce certificates detailing, criminal cauxis or convic- 
tions. available from toe new 'Criminal Rends Bureau, the 
government announced yesterday. The btaau, managed 
by toe UK Passport Agency. w8f be self-fimcing through 
charging up to £10 ($16.60) foueach certitae issued, ft is 
estimated that about 10m certifcates wffl b issued every 
year. 

"The Bureau wifi extend the current systei of vetting to 
the private and voluntary sector, said Jackstraw, home 
secretary. “Dangerous people ney) to be sipped from 
working with children and young beople." A present, crim- 
inal record checks are earned oultoy the pore and mostly 
limited to the employees of statutory bodiesduch as 
schools and probation services. 

John Wadham, director of Ltoert*, the civil ghts cam- 
paign, said: "Because about 35 percent of almen have 
criminal records, disclosure can ad as a sigrncant addi- 
tional punishment” Simon BuckbyJ-ondon • 


CULTURAL REFORM 


$480m extra aid amounced 


STnUBCD, 


Reform if cultural restitu- 
tions. sroothed by an extra 
£29 On (480m) in subsidy 
over toetext three years, 
was anrvjnced by Qhris 
Smith, daf culture minister, 
yesterday Among the main 
changes -e the merging of 
the CraftCouncil into toe 
Arts Courfl; the establish- 
ment of single Film Coun- 
cil, which ill also have 
responsibly for distributing 
at least £2m a year of 
National Lctery funding for 
new films; te formation of 
one body fc the heritage, 
with the disopearance of 
the Royal Cmmission on 
toe Histories Monuments of 
England intoEnglish Heri- 
tage. There win also be a new tody for muaums and 
tforarfes to replace toe Museums and Galleras Commis- 
sion and the Library and infonristion CommssJon. Antony 
Thomcroft, London } 

• London’s Royal Opera Homs?, Covent Gatien, must 
have “proper* management standards as a condition for 
more public money, Alan How ich. arts miniser, told toe 
House of Commons yesterday Mr Howarth nade the dis- 
closure after Michael Jack, a uumer Conservative minister, 
urged the National Audit Office x> carry out independent 
checks on toe troubled institutW The minister said: “We 
are insisting - and ft will be a fondition of an i' additional 
funding that the Aits Council wu announce - that there 
has to be proper administration— proper mai agement 
standards - at the Royal Opera-louse." 







HAT BROUGHT THEM TOGETHER? SUPERIOR PERFORMANCE 
WHAT KEEPS THEM TOGETHER? THE BANK OF NEW YORK 

Along the historic hallways of Norwich Union, modem ways of doing business are the order of the day. • A new way of managing assets is raisin 
new profits for Independent financial Advisers like Mark Potter. *That approach? Outsourcing the custody operations for the entire investment am 
of the insurance giant * The bank entrusced?The Bank of New York. • By having the Bank manage custody of assets, the Investment, arm of Norwid 
Union has been able to concentrate on Its core business: creating higher investment returns. This has helped Independent Financial Advisers like 
Mark prosper by having a superior set of products to market • Toda* thousands ofdients are uang7Tie Bank of New York to enharte relationships 
wiih their investors. In the UK. Norwich Union Investment Management’s Daron Pearce and his dient Mark Potter are justi one example. 







INDEPENDENT FINANCIAL ADVISER* Mark Potter. 
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ENVIRONMENT WATER PURIFICATION 


To the rescue of the Alamo 


A polluted river in California and the landlocked Salton Sea it supplies are clogged with 
silt and salt. Christopher Parkes describes a company's novel idea to clean them up 
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Pfeh and fowl come a cropper in Cattforraa's Salton Sea: Tftapia Ra dead along lira northern shone 
(top), whSe a wUcfffe officer deans an American white pefican . AP 


■"■Help is on the way 
Lp'Hfor the Salton Sea, 
r__ — I once a star-studded 
Californian beauty spot, now 
a national disgrace. 

Congress, alerted last year 
by the late Pafcn.Springs rep- 
resentative Sonny Bono, has 
promised hundreds of mil- 
lions of dollars, fostering 
expectations of radical resto- 
ration of this fetid sump in 
the state's deep south. 

Projects under consider- 
ation include siphoning the 
super-saline contents of the 
380- square-mile lake into a 
desert depression about 60 
miles away in northern 
Mexico. 

Commerce, in the guise of 
water treatment specialist 
US Filter, takes a less gran- 
diose approach: a bundle of 
polypropylene filters, 
encased in a stainless steel 
box. about the size of a stan- 
dard American walk-in. 
refrigerator, that can “wash’* 
65 gallons of water a minute. 
. It is on show in a pilot 
irrigation water recycling 
plant near Brawley. 
southern California - down- 
wind from feedlots where 
thousands of cattle bake in 
the desert beat, and next to 
the Alamo River, a dead 
stream that daily adds to the 
burden of Salton Sea pollu- 
tion with run-off from the 
farms of Imperial Valley. 

The colour of chocolate 
milkshake, the Alamo 
accounts for about half the 
water running into the lake. 
Its contents originate in the 
Colorado River, source of 70 
per cent of southern Calif- 
ornia’s supplies. 

When it leaves the Colo- 
rado, US Filter executives 
say, the water contains 1001b 
of alt and 1 ton of salt per 
acre foot (an acre foot will 
cover an acre of land a foot 
deep). By the time it reaches 
the Alamo via the fields of 
Imperial Valley, its sOt bur- 
den has risen 10-fold and 
every acre foot contains 
three tons of salts, selenium 
and other chemical residues. 

As a result the Salton Sea, 
which has no outlets to the 
ocean, contains 60 tons of 
salt per acre foot - not to 
mention other pollutants. 


While its technology will 
not save the sea, US Filter 
says it can slow its demise 
by reducing the amount of 
salt flowing in by up to 20 
per cent. Dick Heckmann, 
group chairman, says only 
six treatment plants dotted 
around tbe valley could 
clean and recycle, through 
irrigation pipes, lm acre feet 
of water a year - enough to 
supply 2m families. 

In an arid valley with four 
days' rain a year, which pro- 
duces three-quarters of US 
winter vegetables on 500,000 
acres, and where allegedly 
“greedy, wasteful” farmers 
have found themselves 
under national scrutiny. Mr 
Heckmann believes his com- 
pany’s technology is a 
timely, rational - and profit- 
able - way to alleviate many 

HOW IT’S DONE 

The path 
to purer 
water 

US Filter's $500,000 pilot 
agricultural drainage water 
recycling plant is built 
around a company-patented 
microfiltration system 
packed with polypropylene 
fibre filters with a 0.2 
micron pore size, writes 
Christopher Parkes. 

The demonstration site is 
also equipped with a con- 
ventional chemical clarifier 
(not shown in the diagram), 
loaded with alum, ferric, 
al uminium salts and poly- 
mers, but Paul Johnson, 
technical sales manager, 
says it has disadvantages. 
The automated micro-filter 
requires relatively little 
maintenance and produces 
water of .consistent quality 
for the rest of the process. 
The chemicals for tbe con- 
ventional clarifier, however, 
need to be replenished regu- 
larly, and on-site storage 
presents planning and secu- 
rity problems. 

After preliminary 


of the region’s economic and 
political ills. 

Capable of producing irri- 
gation-quality water at an 
estimated all-in cost of $200 
(£120) an acre-foot, it would 
free other supplies for sale to 
thirsty cities such as Los 
Angeles, which now pays 
more than $400 for "raw” 
Colorado River water. 

Installed throughout the 
west, he says it could help 
reduce tension in a region 
racked by "water wars’* 
since early settlement days. 
In recent years, rapid popu- 
lation growth throughout 
the west has, be says, 
focused minds on two unal- 
terable certainties: “Water 
supplies cannot increase and 
demand will". 

The focus has been sharp- 
ened by two recent develop- 


ments. California has been 
warned by Washington - fol- 
lowing pressure from the 
governments of Arizona and 
Nevada - that its recent 
habit of exceeding its alloca- 
tion of Colorado River water 
by 20 per cent must stop. 

And in Imperial VdUey. a 
project is under way for 
landowners to sell some of 
their Colorado River alloca- 
tion to San Diego on the 
Mexican border. 

Suspicions have arisen that 
absentee landlords - US Fil- 
ter owns about 10 per cent of 
the land and water rights in 
imperial Valley - will take 
the money and run. 

“People think we are here 
to fallow the land and sell 
the water to San Diego," 
says Mr Heckmann. "It's not 
true.” But convincing local 


officials and politicians that 
its technology can proride a 
solution has been an uphill 
struggle. 

Although tbe US Filter 
system contains elements 
familiar to waste-water treat- 
ment specialists, the micro- 
filter at its heart is only five 
years old. and there is only 
one similar plant operating 
in the US. 

That removes salt from 
Colorado River water in 
Yuma. Arizona. But if the 
technology is unfamiliar, the 
very concept of recycling 
agricultural water is wholly 
alien to US farmers. 

The job now is to convince 
the valley inha bitants that 
while US Filter stands to 
gain - whether from selling 
recycling plant or its Colo- 
rado water entitlement - its 
technology may be the ally 
that they and the Salton Sea 
so sorely need. 


A river rune throagh ft 
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cleaning by microfiitration 
which removes sediment, 
pesticide and herbicide 
residuals, the water moves 
on for salt reduction by 
reverse osmosis in the mem- 
brane desalination stage. 

At this point the desali- 
nated water - 70 per cent of 
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the intake, and about one- 
sixth as salty as the ocean - 
is recycled back to the 
fields. The reject stream 
passes on to bacterial 
treatments to remove 
nitrates and selenium before 
being returned to the farm 
drain system and then Dow- 


RecWmed water talk 
Membrane desafinatron 
Biological nutrients 
Nitrate and S6 removal 
Concentrate tank 


ing into the Salton Sea. 

US Filter officials say the 
process can remove up to 
1501b of nitrates and 45lb of 
selenium per acre foot - 
reducing the amounts reach- 
ing the Salton Sea annually 
by 45,000 tons and 13.500 
tons respectively. 
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Telephones with a personnel touch 


A pan-European call centre has transformed IBM's approach to human resources, says Alison Maitland 


IV| A manager • at 
|Lu International Business 
Vk\*M Machines' European heed- 
quarters to Paris had an emer- 
gency. One of his staff needed to 
return home to Denmark for 
urgent surgery and might be off 
work for weeks. 

He rang “Ask HR”, IBM’s new 
telephone service for personnel 
inquiries, using an internal num-. 
her, and was automatically trans- 
ferred to its multilingual Euro- 
pean call centre in Portsmouth, 
England: 

About half an hour after 
explaining his problem, he was 
phoned back by a specialist who 
talked him through the steps he 
needed to take and referred him , 
to IBM’s international assign- 
ments centre which would handle 
the move. - 

The manager was sufficiently 
impressed to write a “thank you” 
note saying his problem had been 
handled “with great sensitivity 
and a real sense of urgency”. • 

IBM believes its new telephone 
service, backed up by information 


available on the group's intranet, 
is the first multi-country human 
resources centre in Europe. 

The world’s biggest computer 
group launched a similar centre 
for managers and staff in the US 
in 1994 and now handles opera- 
tional HR . queries for other US 
employers.' 

- The European service, estab- 
lished in .the UK in the autumn, 
went live to France and Ireland to 
November By the fourth quarter 
of next year, it should be able to 
handle queries from any of 92,000 
employees from Scandinavia to. 
Portugal and Italy. 

“Other companies are watching 
us to see bow it goes,” says Feder- 
ico Castellanos, bead of human 
resources for IBM in Europe, the 
Middle East and Africa, “It is 
really ambitious and part of a fun- 
damental change to the way HR 
supports both employees and the 
business.” 

Part of the aim is to free senior 
human . resources people from 
administration so that they can 
spend time addressing strategic 


issues - such as salary levels, 
staff turnover or skills and 
resources needed - with the gen- 
eral managers of the group’s busi- 
ness units. “HR is traditionally 
seen as a cost,” says Keith Wal- 
ton. a member of IBM's manage- 
ment consulting- utit. “If you can 
separate the operational from the 
strategic, you can see that the 
strategic side adds value.” 

About 80 per cent of the queries 
handled by “Ask HR” ate straight- 
forward. IBM staff have formerly 
taken such queries to their man- 
agers. who then went to their 
local personnel advisers. That can 
take time, especially If tbe man- 
ager or adviser , is tied up with 
other business. 

In some companies’ experience, 
it can also mean personnel policy 
is interpreted differently for dif- 
ferent staff. . 

Lloyds TSB launched its 
national HR call centre in Bristol 
last year, aimed at managers and 
personnel advisers rather than 
staff. The idea, was to share man- 
agers’ burdens and to ensure that 


consistent information was dis- 
seminated. Because all calls are 
monitored, the bank says, it can 
track which personnel issues are 
causing the biggest problems. 

While IBM’s service is for fac- 
tual queries from staff as well as 
managers, the company stresses it 
does not want to stop employees 


than 1.200 calls a week. 

Generalists, or level 1 staff, deal 
with routine queries, passing com- 
plicated ones to level 2 specialists. 
The average length of a routine 
call is two minutes and the target 
time for answering more compli- 
cated questions is two days. 

The service, open during UK 


“You have to leave the caller with the feeling 
‘That was all right, I’ll call again’” 


discussing their career and salary 
with their mana gers. 

But the productivity improve- 
ments achieved by the service 
centre may mean some redeploy- 
ment of local HR personnel, 
and possibly a few job losses, 
says Martin James, the centre’s 
manager. 

The centre is run by 30 staff, 
rising to 70 next year, mainly 
from IBM with some provided by 
Manpower, the employment ser- 
vices group. They answer more 




and continental European office 
hours, can take inquiries to 
French and English. Spanish and 
Itahan speakers are training, with 
other languages in the pipeline. 

An example of a straightfor- 
ward inquiry came from an Irish 
employee who wanted to know 
where to send her maternity leave 
forms and how sickness would be 
handled during her pregnancy. 

Her questions were answered by 
a level 1 adviser who directed her 
to the intranet site for further 


details, including a maternity 
leave checklist 

A more complicated inquiry 
came from an employee in Mont- 
pellier, France, who wanted to 
know if his four years on an inva- 
lidity pension counted as service 
and what his retirement package 
would be at 60. He received a call 
back from a specialist who con- 
firmed that his invalidity would 
count and gave him details of his 
retirement sum. 

Rolling out such a cultural 
change is not without wrinkles, 
says Mr James. People can be sus- 
picious about telephoning instead 
of talking to an adviser in person, 
and some have been hesitant 
about speaking to someone of 
another nationality. 

“You have to manage and mar- 
ket your way through it.” he says. 
“You have to leave the caller with 
the feeling That was all right, HI 
cafi again’." 

There has been resistance from 
some HR managers, but change 
was necessary, says Mr Walton. 
“You can’t support an interna- 
tional business with a purely 
national HR function.” 
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Irving to 
head strategic 
risk management 
atCSFB 


Forstmann takes 


Gulfstream controls 


It looks as though buy-out king 
Theodore Fonstnrrann will have 
plenty to keep himself busy as he 
gets over his failure to snare a 
National Football League 
franchise. 

Forstmann is reputed to have 
been among those who lost out 
recently in the race for control of 
the Washington Redskins, and 
before that had been involved with 
Michael Ovitz in trying to bring an 
NFL team to Los Angeles. 

He now seems to have turned 
his attention from the gridiron to 
the runway. In an unusual move for 
a man who has been so successful 
at making money, Forstmann has 
decided to turn his hand to making 
aircraft 

The 20-year veteran of the 
buy-out business last week named 
himself chief executive officer of 
Gulfstream, the maker of business 
jets which is controlled by his firm, 
Forstmann Little, and of which he 
was already chairman. 

The unusual sight of Forstmann 
taking hands-on control of one of 
his film's investments prompted 
instant speculation that he may be 
looking to dress it up for a 
sale. 

ft would hardly be a surprise: the 
soaring market for business jets 
has done wonders for the share 
price of Gulfstream, which 
went public two years ago 
after a decidedly bumpy 
ride under Forstmann Little's 


wmg. 

Forstmann has generally kept 
himself out of the headlines over 
the past three years, since his 
friendship with Princess Diana 
provoked a brief flurry of 
speculation that she might move to 
New York. 

Yet he still numbers among New 
York’s most eligible bachelors - 
and, with Gulfstream 's shares 
nearly doubling this year, he is 


likely to be richer than he was 
before. 

Richard Waters, New York 


Top team at 
ScottishPower 


Credit Suisse First Boston has 
promoted Wilson Irving to the new 
position of head of strategic risk 
management - part of its effort to 
reduce risk in the wake of the 
market turmoil of September and 
October. 

CSFB is one of a number of 
securities firms, including Merrill 
Lynch, to have revamped its risk 
management operation and cut 
back exposure following losses in 
emerging debt markets and some 
other fixed Income markets. 

Irving will be responsible for 
assessing the overall risk 
management position of the firm 
on a global basis and for 
recommending corrective action 
where appropriate. He was 
previously a managing director at 
Credit Suisse Financial Products, 
CSFB's derivatives arm. 

As part of the new risk 
management approach, the firm 
will also bring together market and 
credit risk management, and will 
assess risk levels more broadly in 
an effort to avoid a concentration I 
of risk across divisions, despite 
strict individual limits. 

Tracy Corrigan, New York 


The senior management of 
ScottishPower, the UK utility, will 
keep their feet firmly under the top 
table In the enlarged group being 
created from its agreed merger 
with PacifiCorp, the US electricity 
utility. 

Murray Stuart 65, who has 
been chairman of ScottishPower 
since 1992, wifi remain as 
chairman of the enlarged group. 
Stuart who has an early working 
background in the automotive and 
engineering industries, Is a former 
chairman of Metal Box and a 



Robinson: to lead ScottishPovrar 


former vice-chairman of Hill 
Samuel Bank. 

fern Robinson, 56, who joined 
ScottishPower in 1995 from 
Trafalgar House, will continue as 
chief executive and Ian Russefi, 
45, who joined the utility in 1994 
from Tomkins, will remain finance 
director. He also becomes deputy 
chief executive. Alan Richardson, 
52, who is currently managing 
director, Power Systems, at 
ScottishPower will become the 
’ new chief executive officer at 
PacifiCorp. 

Richard O’Brian, chief operating 
officer of PacifiCorp, will become 
president wh9e Keith McKennon. 
chairman, chief executive officer 
and president of PacifiCorp, will 
join the ScottishPower board as 
deputy chairman. McKennon, who 
joined PadfiCorp's board In 1990, 
is a former chairman and chief 
executive of Dow Coming, where 
he held various positions. 

Usa Wood 


Roche introduces 
human resources 


Roche, Switzerland’s 
second-biggest pharmaceutical 
company, has broken with tradition 
and appointed its first head of 
human resources and management 
development 

Daniel VDEger, 43, former head 
of corporate development at Zurich 
Financial Services, joins Roche’s 
executive committee on January 1. 

Roche has one of the best 
reputations in the pharmaceutical 
industry for discovering new drugs 
but it has been less successful in 
maximising the commercial 
success of the new drugs coming 
out of its research laboratories. 
Over the past 18 months it has 
suffered a number of setbacks in 


its attempts to bring new drugs to 
market and analysts have criticised 
the productivity of Roche’s 
expensive research programme. 

vniiger, who will be the youngest 
member of Roche's eight-strong 
executive committee, went to 
school in Basie and has a 
management degree from the 
Massachusetts Institute of 
Technology. Kb appointment 
underlines the strong ties between 
Roche and the Zurich insurance 
group. Fritz Gerber, Roche's 
chairman, is a former chairman 
and chief executive of Zurich, and 
Rolf Hdnggi, Roche's 
vice-chairman, is a former deputy 
chief executive of Zurich. 

Gunnar Stokholm, 49, chief 
executive of Zurich Denmark, has 
replaced Vtlfiger as head of 
corporate development at Zurich 
Financial Services. 

WMam HaB, Zurich 


McCafferty to run 
Avis Europe 


Fischer moves 
to Sunrise 


Urs Fischer, 44, is the latest 
ex-IBM executive to be tapped to 
run a Swiss telecoms company. 
Fischer has been named chief 
executive of Sunrise 
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Raehen to Sunrise 


Alun Cathcart is standing down as 
chief executive of Avis Europe, the 
car rental group, at the end of 
December. 

He will be replaced by Mark 
McCafferty, group managing 
director. Mr McCafferty, 38, joined 
Avis last year from Thomas Cook, 
where he ran the worldwide travel 
division. 

Cathcart, 55, chairman and chief 
executive, said he was standing 
back to pursue outside inte r est s . "I 
think there comes a time when it is 
right to look around for some other 
things to interest you," he 
said. 

Cathcart joined Avis in 1980 and 
became chief executive in 1983. 

He led Avis to two flotations on the 
stock market, first In 1988 and 
again last year. 

He will slay on as non-executive 
chairman, splitting the roles as was 
promised at the time of the 
flotation. He will also chair the 
company's strategic committee. 

“I expect to be relatively 
hands-on in the first two years as 
Mark McCafferty eases Into the 
job, but then I would expect to 
step back a bit" said Cathcart 

Cathcart is non-executive 
chairman of Selfridges, the UK 
retailer, and deputy chairman of { 
National Express, and intends to 
add further non-executive 
directorships. He will stay on file 
board of Avis Inc, the US-listed 
sister company of Avis. 

Avis has also appointed a new 
finance director, Christopher 
Cowan, to replace David Maloney, 
who is moving to be corporate 
development director. Cowan, 52, 
spent five years in Hong Kong as 
finance director of Jardine 
Matheson. 

Maloney, who intends to leave 
Avis next September, is staying on 
to assist with the transaction. He is 
understood to have decided to 
leave to pursue his career 
elsewhere after It became dear 
that McCafferty was to replace 
Cathcart as chief executive. 

Jonathan Ford 


Bull strengthens 
top management 


Groups Bull, the French computer 
company, is strengthening its top 
management with two senior 
appointments. 

Don Zereski, currently senior 
executive vice-president, 
operations, in charge of the 
company’s sales networks and 
marketing, is appointed chief 
operating officer, with additional 
responsibility for the product and 
services divisions. 

Cyrifle du Pekxix is to Join as 
executive vtoe-presklont at the 
start of next year. He was 
previously with TPS, the French 
satellite television network. 

The advance of Zereski, whose 
career includes stints with Digital 


Mannesmann reports 
substantial rise in profits 


I High volume of Investment 
1 Order intake and sales up 


and Data General, is said to reflect 
the positive work he has done at 
markmfog and networks. 

Du Petoux, who hats worked at 
the French TV station TFl aswefl 
as TPS, is said to have good 

knowledge of the interface 
between Information technology 
and media. He is widely 
reco gnised as the architect of 

TPS's success. 

A BuS spokesman indicated that 
I the pair would be, in effect, the 
Number Two and “Two bis" of the 
co mp any. As such, both men can 
be seen as eventual candidates for 
ch airma n Guy de Panafleu's 
succession. 

David Owen, Paris 


Communications, one of two new 
nationwide competitors to 
Swisscom, the state-controlled 
Swiss telecoms company, headed 
by Tony Reis, Fischer's old boss at 
IBM Schweiz. 

Fischer replaces Hans 
Ivanovftch, who quit after fittie 
more than a year following 
Sunrise's failure to win one of the 
two new Swiss mobile phone 
licences, tvanovitch has since 
re-emerged as president of the 
French telecoms operations of RSL 
Com, a telecoms company 
founded by Ronald Lauder, a 
member of the wealthy US Esfoe 
Lauder cosmetics famfly. 

Fischer, who studied engineering 
at Zurich’s ETH, joined IBM 
Schweiz in 1978 and left In 1986 to 
become Basle branch manager of 
Digital Schweiz- He worked for 
Digital until its merger with 
Compaq and is currently 
vice-president for global accounts 
at Compaq Europe in Munich. 

Sunrise, which has collected 
more than 200,000 customers In 
its first year of operation, is 51 per 
cent owned by Swiss Federal 
Railways, UBS and Migros, and 
has two international partners - 
Tele Dsranark and British 
Teterarrununications. 

However, despite its powerful 
backers its failure to win a mobile 
licence puts it at a co mpetiti ve 
disadvantage relative to Swisscom, 
which has a strong and 
fast-growing mobile business, and 
Diax, Switzerland's second 
nationwide telecoms entrant, which 
won one of the two new licences. 

However, Diax’s own efforts to 
challenge Swisscom's dominant 
market share have also been hit by 
the recent departure of Hans 
Rudolf Wfttrner, its chief executive, 
after less than a year in the job. 

WliBam Hall, Zurich I 


Brass appointed 
interim chairman 


Moving 

places 




Court finds French rewement wss;an v: . 
unlawful restriction on Treaty erf Rome 
provisions about provk^g services 
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Goh Kong Swee, former deputy 
prime minister of Singapore, Is to 
retire as ch ai r ma n of 
N M Rothschild & Sons (Singapore) 
at the end of the year, when he will 
become honorary president of the 
group's focal operations. 

Rothschild intends to appoint 
another local chairman in due 
course. In the meantime, the 
position wffl be filled by Phfflp 
Brass, who remains chairman of 
the bank’s Austrafian operation. 

Gay Harris, London 


• Duff & Phelps Credit Rating has 
announced the appointment of 
three senior executives effective 
January 1. Paul Taylor, senior 
vice-president and managing 
director of DOR'S European 
business, has bran named 
executive vice-president Based in 
DOR’S London office, Taylor takes 
over responsibility for overseeing 
DCR*s International ratings 
business. Joseph ftim atf. senior 
vice-president aid managing 
director of DOR'S Real Estate and 
Mortgage Securities business, has 
also been named executive 
vice-president Chafes J. Orabutt, 
senior vice-president in DOR’S 
banking and finance group, has 
been named senior vice-president 

: and managing director of financial 
services, which includes DOR'S 
insurance debt aid claims paying 
abiflty rating business. j 

• OOvfer Quire, 35, is joining 
Bureau Veritas as strategy director. 
He has been area manager at 
Smith K&ie Beecham since 1996. 

• Singapore diversified 
conglomerate NatSteel has 
appointed as deputy presidents 
Oo Soon Hee and Chong Wai 
Siak. Oo previously was chief 
operating officer of the group, 
while Chong is the chief executive 
of cement-making subsidiary 
Eastern Industries Re, a position 
he win retain even in his new 
capacity. 

• Salomon Smith Barney has 
announced the promotion of Khsty 
Mactaggart to vice-president and 
equity syndicate manager for Asia. 
Mactaggart joined Salomon in 
January 1994 in London. 

• Covance has announced that 
Timothy Halls has joined the 
company as vice-president 
pharmaceutical chemistry, in this 
position Hafls wll manage 
Covance’s pharmaceutical 
chemistry business segment He 
was director, metabolism and 
pharmacokinetics at Ricerca 


The French law obligation 
ter flwmrial securities pro- 
vided by an institution based 
elsewhere in the Europom 
union to be hacked by a sup- 

I piemen tary agreement with 
an institution situated in 
France breaches the Treaty 
of Fqtha provisions on free- 
dom to provide services, Uw 
European Court of Justice 
ruled recently; 

The ruling arose in the 
context of criminal proceed- 
ings brought French 

travel agent Andre Ambry. 

Mr Ambry was charged 
with operating his business 
without the licence required 
by French law. 

The French law which 
implemented European pack- 
age holiday legislation 
required travel agents to 
hold licences as evidence 
that they had sufficient 
financial security to cover 
repatriation costs and . 
refunds in the case of 
insolvency. 

The security had to be pro- 
vided by a financial institu- 
tion registered in the EU. 
However, where an institu- 
tion was based outside 
France a supplementary 
agreement between the Insti- 
tution and a French institu- 
tion was required. . 

Mr Ambry applied for a 
licence hut was refused on 
the ground that the requisite 


meri&er Antes other than 
France, insofar as it pre - 
vented them from offering 
the • security required 
directly to the travel agent 
on fbe same basis as 

a i guarantor la 
Franc* 

The trenda legislation was 
also likely to discourage 
French -travel agents from 
approaching financial insth 
tutfams outside France as the’ 
need for. a supplementary 
security agreement would 
involve additional 


m 


Consequently, the Court 
found the French require*, 
meat whs a restriction 
the treaty freedom to pro- 
vide services. 

The Court then turned to 
whether the- restriction 
could be justified as new*- 


1*4 


The tilling arose 
in criminal 
proceedings 
againsta 
travel agent 




pany, which had not con- 
cluded a supplementary 
agreement with a French 
institution. 

Hie challenged the ctaqpat- 
DfiBty of the national provi- 
sions with European law and 
the matter was referred to 
Luxembourg: 

The Court first examined 
the obligations imposed on 
member states by the Euro- 
pean package holiday legis- 
lation. 

It said the requirement to 
provide securities for 
refunds or repatriation in 
the event of insolvency led 
to package holiday travellers 
enjoying rights guaranteeing 
their repatriation and a 
refund. 

The provision of such 
securities was a minimum 
requirement and it had to be 
made available in a manner 
which conformed with the 
treaty. 

The issue was whether the 
French rules conformed with 
treaty provisions on the free- 
dom to provide services 
within the EU. 

The effect of the French 
legislation was to restrict 
and discourage financial 


0410196: Andre Ambry, ECJ 
FQ December 1 1998. 


BRICK COURT flh AMbkiiS, 
BRUSSELS 


mannesmann 


Mannesmann reports continued high growth of orders and sales 
and a substantial improvement in the result of ordinary activities 
over the same period last year. All sectors contributed to the grati- 
fying earnings development. 

The expectations of a significant improvement in the result of ordi- 
nary activities also for the foil year 1 998 over 1 997 remain unchanged. 
Engineering, Automotive and Telecommunications will ail contribute 
to this improvement with marked increases. Mannesmann expects 
earnings for Tubes fie Trading in 1998 to be on a par with last year. 
Order intake through September increased by 10%. Sales were up 
by 20%. At DM 5.2 bn, investments were very high. The number of 
employees rose by 9%. 


Mannesmann Mobilfunk boosted sales by 31% to DM 5.3 bn. 
From January through September an average of about 190,000 
new subscribers were added to the D2 network each month. 
Mannesmann Arcor posted a 75% increase In sales to DM 1.3 bn; 
By quickly launching new products, Arcor further enhanced its 
position among the newer fixed network carriers. 

Mannesmann pushed ahead with the development of its inter- 
national telecommunications activities. In Italy, Mannesmann 
increased its interest in OliMan to 37.5%. In France, the number of 
subscribers using the services of the mobile telecommunications 


company SFR, in which Mannesmann is a shareholder via Cegetel, 
rose to 3.4 million. In Austria, the fixed network carrier te!e.ring 
(Mannesmann holds 74.8%) prepared for its market entiy sched- 
uled for December. 

Mannesmann is in the process of establishing Mannesmann 
Euro.map, a new European telecommunications company that will 
offer multinational customers cross-border telecommunications 
services from a single source. Mannesmann Euro.map will launch 
operations in the first quarter of 1999. : 


We will be pleased to send you a copy of our Letter to Shareholders 
with the report on the 3rd Quarter 1998. 


Mannesmann - 
working for your future 


wiry for toe protection 
ot consumers: 

The French government 
argued the p&ctical dUBcul- 
tie* involvcdt in making 
fuxjda available immediately 
wtwjn a financial institution 
wai based in another mem- 
ber estate were sufficient to 


security was provided justify the requirement of an 
by an Reifew fl««m com* additional agreement. 


Th$ Court said immediate 
payment was Only relevant 
to repatriation of travel- 
lers. The 'requirement under 
French law applied, how- 
ever, to all securities pro- 
vided by institutions situ- 
ated oitiside France. 

Thus, in rotation to secu- 
rities provided for cases 
other than repatriation, the 
disputed requirement was 
not commensurate with the 
objective pursued. « 

In respect of securities 
intended to guarantee repa- 
triation, the Court relied on 
Mr Ambry’s assertion that 
the international transfer 
system allowed for the 
cross-border transfer of 
funds within 24 to 48 
hours. 

It was thus dear that the 
requirement Jar the immedi- 
ate transfer -of funds could 
normally be met adequately 
even where the guarantor 
was eetablisbed in another 
member state. 
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High growth for Automotive and Telecommunications 

In Engineering, the marked improvement in serial business pushed 
the order intake up by 4% to DM 13.2 bn. 

At DM 8.2 bn. Automotive posted 25% more new orders. Sales by 
the sector climbed 30% to DM 8.0 bn. 

The development in the Group's Telecommunications sector was 
characterised by continued strong growth. Sales increased by 38% 
to DM 6.5 bn. 


Indicators 


Jan.-Sept Jan-Sept 
1998 1997 


Change 


Orders received . PMm 
External sales DMm 

Domestic business DMm 
foreign business DM m 

Employees (30.09.) 
Investments DMm 


33,154 

31,976 

14,447 

17,529 

131,807 

5,212 


1997 absolute 
30,226 2,928 


26,718- 

11,578 

15,140 

121,235 

5,004 


5,258 20 

2,869 25 


2,389 

.10,572 

208 


Mannesmann Aktiengesellschaft 
Presse und information 
Postfach 10 36 41 
D-40027 Dusseldorf, Germany 
Fax (+49/2 11)8 20 15 89 
http://wviw.mannesmann.GDm 
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The FT Exporter Survey. Published Thursday December 17 in the FT. 

This quarterly survey will focus on the global financial crisis, the export business in Europe and the top 100 
exporters. There will also be a review of the opportunities available to help expanding companies export more 
profitably. So, if you're in the business of exporting, you’re in the market for FT Exporter. 


FINANCIAL TIMES 

No FT, no comment. 
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BREITLING 


CHRONOMAT FOR EVER 


Success Story 

An instrument formerly reserved 
for a select circle of devotees, die 
mechanical chronograph has become 
THE watch worn by all those able to 
appreciate its technical nature and 
authenticity. 

The Chronomat was the forerunner 
of this passion for the automatic 
chronograph - which Breitling itself 
invented in 1969. 

Consistent improvements have been 
made to each detail of its face and case. 



and the powerful driving force, 
Breitling Caliber 13, has now been 
refined and fine-tuned to perfect its 
already excellent performance in the 
most demanding conditions of use. 
Breitling lavishes individual, manual 
adjustments on each key component 
of all its mechanical chronographs. 




GT stands for Grand Totalizers 
and their excellent legibility . 


CHRONOMAT GT 
MECHANICAL CHRONOGRAPH 

Selfwinding, with 42-hour power reserve. Water-resistant to 
100 meters. Steel, two-tone, steel/gold, 18K yellow or white 
gold case. Wide choice of dials. Available on all types of 
Breitling leather straps, or on Pilot or Rouleaux bracelets. 


BREITLING SA 

P.O.Box 1132 

SWITZERLAND - 2540 GRENCHEN 

Tel.: 41 32 / 654 54 54 ■ Fax.: 41 32 / 654 54 00 

www.brdtling.coin 


High-tech with style 

Throughout the century, Breitling 
has invented many original functions 
specifically designed for chrono- 
graphs, including the second 
pushpiece, analog and digital 
10-minute counters, the slide-rule with 
logarithmic scale, and more recently 
the Emergency, the first wrist 
instrument equipped with a micro- 
transmitter. Nevertheless, it -is above, 
all distinctive styling and a wealth of 
details which make a Breitling 
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The race goes on 

9 days, 17 hours and 55 minutes: In the 
course of its attempted non-stop round- 
the-world flight, the crew of the. 
Breitling Orbiter 2 has set the absolute 
duration record for a manned flight 
without refuelling. 
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A seasonal challenge 

UfitKam Dnnlr*. ■ . 


Wfflam Packer reviews Angela Flowers' annual ‘Small 

Some ideas really do turn out to bp tk 

good as they seemed at the time of Albert Irvin (who has 


annual ‘Small is Beautiful’ exhibition 


good M th«f seemed at the time. Many 
gai|des put on a seasonal show at this 

S3rf n y tw^ from stacK Md 

hap in that. But now and then one 
Ufa something a little more special 
aad'it must now be 20 years or 
Awela FJowere first thought of as W 
her g^ry artists and wider circle of 
arUst ? end L t ° ^ Part in a Christ- 
mas. show, with a strict limitation on 
siK and a concomitant comparative 


. — - “ \"uu uazn a 

Sl^ C '£ rent 81 Gi »pel F3s in Davies 
JStreet Wl). whose expansive, gestural 
canvases, saturated with colour are 
more usually measured by the square 
mle than the inch. Yet here, in a tiny 
oval tondo like a crotchet-head. Is 
something of the essence of aU be does. 
Also remarkable are. Trevor Sutton’s 
nch mi n i m a l i sm , a dense black curve 
55?*. an . oraj »»e ground; Richard 


dracKi; and Kevin Sinnott’s busker. 
John Kirby gives us an eerily disem- 
bodied head of a sin g in g child , and I 
also liked Jiro Osuga's energetic folk- 
trio on its tiny yellow articulated 
screen- 

Othfirs are less direct - Tom Phillips 
with a scrambled collage that might be 
both gate in a landscape and musical 
stave; Tory Lawrence with a seagull 
Dying low over the green waters for 
“La Mer”; Lynn Dennison and her scar- 


kmmmm 




“ wuwuuvrtat comparativp Allan**.. o- UJ«J6 *vi» me iui 

modesty of price. So it was that the ^en s so simple system of spidery bor- “La Mer"; Lynn Denniaon and her scar- 
Sn»ff is Beautiful series began The U ° atal ™ £S scored foto a grey-blue -.let “Tap-Shoes” painted over the score 
size' limit, not always strictly hon “ - of Joplin’s The Entertainer”. There 

onreC is nine inches by seven, and Few dknk nra red nff EH 
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prices for the most part remain wen 
within three figures. 

Seen in the first instance as a one-off 
it seemed to work. Pew clients after 
all, are put off by the thought of a 
bargain; and as for the artists, they 
were intrigued by the proposal, and 
flattered to be asked. To work small in 
any case, is to be no less serious tha n 
to go large - witness Vermeer, Char- 
din. Boudin - and the exercise was 
never seen as a joke. And as it has 
gone on. intermittently at first but 
now. at its 15th reappearance, a fixture 
of calendar, so it has became more 
. test of serious ingenuity and 

wiftnuth technical and conceptual, in 
magEhlng personal interest and prac- 
tice to the theme that Flowers sets 
each year. 

Here 1 must declare my interest. 1 
haven’t shown in every Small is Beau- 
tiful, but have been in about half of 
them over the years, including the last 
three, and I have to say that “Sex", 
“Death" and now “Music”, which is 
this; year’s theme, have each set pecu- 
liar, problems. the last perhaps most of 
all. Or, rather, it proved more difficult 
for the figurative artists to resolve than 
for the abstract ones. The fun lies very 
much In seeing the answers that come 
op across the whole range of activity, 
but- it takes on an added piquancy if 
one is in it oneself - how clever, how 
nice, how I wish I had thought of that 

Several of the abstract contributions 
are indeed outstanding, none more so 


p_.„ jsJ: . . _ are one or two good jokes, with Sue 

Clients are put off Pye cheekily paint in g over an epony- 

u u .. |. . xnous CD. and Anthony Green peering 

u y me uiougnt Of a out in tiny self-portrait from the centre 

L aw ,,. , „ of an old Mario Lanza 78. But the best 

Bargain; ana tne artists of the figurative images, for me, is Jeff 

ova. iri - j . Nnttall's pair of hands, seen from 

are intrigued by tne above, fenrin g across the keyboard. 

„ • In marked but stimulating contrast 

proposal, and nattered to smas is Beaudfuiz&coia nicks is 

to ^_ . . filling the other Flowers East gallery 

06 as Keel .across the road with her latest animal 

- .and figurative sculpture, all rather 

impaste; John Carter's tiny" sliding more thaw life-size, » nd her equally 


scales in negative relief, and a pale, 
loosely-stated harmony of grey awd yel- 
low by David Ryan. 

There are also particularly good 
things from Noel Forster, Clyde Hop- 
kins; Nigel Hall; Alan Gouk: Carol 
Robertson; Ian Tyson; Roger Adding; 
Stephen Buckley; Sheila Girling; John 
Loker and John McLean — but there 
are many others. If all art aspires to 
the condition of music, as Pater 
claimed, then in the particular harmo- 
nies of colour, the rhythms in the state- 
ment and the disciplines of structure, 
this abstract work together wwfcvi the 
point very well. 

The figurative representations of 
music are of necessity more literal, less 
allusive. Still-life is a natural, recourse, 
with Renny Tait’s mouth of a recorder, 
peeping up like a tower beyond the 
horizon, an effectively simple example. 
The musician, too, makes its obvious 
appearance, with a wandering guitar- 
player by Josef Herman; an engagingly 
active jazz saxophonist by Henry Kon- 


large drawings. It is a show which 
deserves a separate notice. The other 
recommendation is the Christmas 
Show now at Crane Kalman, one of our 
longest-established and most consistent 
dealers in Modern British art True to 
form, it includes within a fairly small 
compass several paintings of museum 
quality, them a small but mag- 

isterial Spanish landscape of 1934 by 
David Bomberg. and as unexpectedly 
monumental Winifred Nicholson as 
there can be. oC-a '“Big Tree” in the 
middle of a fleld^JRne landscapes by 
Matthew Smith -and John Nash, a 
beach-and-balcoqy • by James Fit ton. 
and a bird an a Teener by Mary New- 
comb are only a f&w of the other; treats. 

Small is Raaatftyl Wr-~Mu sicfnwiws 
East; 199 Rtchmohd Boad, London E 8 , until 
Janary 24 . NieoK Hicks - sculpture and 
drawings: Ftoafers East, mffl January 24 . 
M od em partngsand sculpture; Crane Kal- 
man Eatery, 178 BraMpton Road, London 
SW 3 , until Jaiuary 31 . 
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GeUmg to gripe with music on tha 'Hgursfive front Josef Herman’s ‘Gutor I 


l Iprama of a theatre reborn 

The Royal Exchange, Manchester has risen triumphantly from the rubble, says Antony Thomcroft 


“Thank God for the lottery” 
explodes B rah am Murray, artistic 
director of the Royal Exchange in 
Manchester. So he should. He is 
silting in his brand new lottery-' 
funded office in his brand new lot- 
tery restored Royal B£dfange 
Theatre. The lottery ha^ip&vided 
&23m of the £30m needetFfor the 
refurbishment and if is the first big. 
theatrical project to be completed. .-. 

But then the Royal Exchange 
was a very special ca 4 ^*Thirty< 
months IRA bomhtjlploc^ed ‘ 

. wit yards of The theat* lit ljie , 

. . rir shopping street of Ma&ebe£, 
’ -ri£T. I Vt first it seemed that it was 
V*wjy scratched. Further investi- 
jvfijmis revealed more and more 
i cr-wfcs. and al one time the Victo- 
^ rip building that embraces the 
‘ theatre, in its day the home to the 
largest gathering of traders in the. 
world, was threatened with demoli- 
tion. In the event, and thanks to 
the lottery, the exterior retains its. 
19th century glory, while the inside 
is a triumph. 

It always has been, especially 
since 1976 when architects Levitt 
Bernstein gave Manchester one of 
the most innovative theatres, of the 
century. It is a building within -a 
building, a cat’s cradle of steel 
suspended from the great marble . 
c olumns which support the dome, 
offering an intimate theatre-ta-the- 
round. By another miracle the 
theatre, which floats like a great 
spare capsule, was not damaged by 
the bomb: its suspension enabled it 
to bounce rather than s ha t ter - 

There were no doubts about 
mamtnining the look of the thea-. 
“Vlre.‘ but the bomb speeded up 





A carscradte of stad wNcfi goals irarida the revamped Royal ExchaHgelkea 
space capsule: the entrance to the theatre . 


planned improvements. Hie Royal 

Exchange already had a bid for . 
£17m with; the arts ’lottery board, 
which was on the point of being 
approved. - Suddenly there was an 
urgency to rush this project 
through- 

The response of the Royal 


Exchange helped- Within TlQ days 
the company was performing the 
play so rudely interrupted, Btndle 
Wakes, in a BBC studio. A mobile 
theatre used for touring was then 
set up in the local Deansgate mar- 
ket and a production of The Phila- 
delphia: Story unveiled. For the 


next two years the Royal Exchange 
presented a foil programme, send- 
ing some of its output, like Lady 
Windermere’s Fan, to the West 
End. 

Naturally, when the Royal 
Exchange reopened this month, it 
was with Hindle Wakes, starring 
half the 1996 cast When the action 
began the audience broke into 
spontaneous applause - not for the 
stark set, but in relief at getting 
the theatre back. Not that all is the 
same. The old Royal Exchange had 
become encased -in grime. Now tbe 
interior looks like the atrium of a 
hotel in Bah, all pastel colours and 
sweeping expanses of clean wood 
and gilded marble. Hie bright blue 
dome looks tike the arch of 
Heaven- The theatre, with 30 extra 
seats, making 750, seems almost 
incongruous, like a Louise Bour- 
geois sculpture. 

It is very right that the theatre 
should reopen with Hindle Wakes. 
This Is one of the two classic Man- 
chester plays (the other is Hobson's 
Choice), both of which reflect the 
' direct outlook on life of the locals 
and the philosophy behind the 
work of the Royal Exchange Com- 
pany. For Murray, and his associ- 
ates- Michael Elliott and Casper 
Wrede, both now dead, had a firm 
vision when they set up the com- 
pany in Manchester, guided there 
- by the Arts Council, appalled at 
the lack of dramatic provision in 
. the city.; The Royal Exchange will 
only put on plays which- are to do 
with tbe power of individuals to 
transform things, which 
strengthen tbe individual Plays 
that sap the individual will not get 


done”, said Murray. In practice this 
offered a broad canvas: tragedies 
were acceptable as a purifying 
experience, mid the impact of plays 
with an uplifting moral purpose 
were enhan ret? by being performed 
in the round -- now an accepted 
convention, then a radical 
approach. 

like all lottery funded projects, 
tbe problems start now. hi theory, 
the extra revenue- from the bars 
and restaurants should pay for the 
running costs of a new theatre. But 
the Royal Exchange has added a 
small 120 seat studio theatre and 
has an ambitious educational pro- 
gramme, it is commissioning 13 
new plays this season, and has to 
. make .good seven years of stand- 
still subsidy. Murray is hoping for 
an extra £600,000 when the Arts 
Council announces its grants this 
week, a substantial jump on the 
current. £ 12 m subsidy. 

But the Royal Exchange is a 
favoured son. When it came to 
Manchester the city offered just 500 
theatrical seats, and major venues 
tike the Opera House and the Pal- 
ace had closed. Now they have re- 
opened, and Manchester offers well 
over 5,000 seats a night. The Royal 
Exchange takes credit for drawing 
Mancunians hack into their city 
centre at night It also has pro- 
duced a string of productions' 
which have proved both serious 
and commercially successful It has 
created an audience, with box 
office providing DAn a year, with 
advance bookings at a record 
£500,000. 

Even so. to attract more Arts 
Council support Murray must hope 
that the wider attractions of the 
new theatre, which stays open all 
day, will bring in more people, 
more sponsors, and spawn more 
successful transfers, tike tbe Marx 
Brothers’ Animal Crackers, which 
arrives soon in the West End. 


Proud tradition 
of independence 


Stanley Houghton's 1911 
slice of Lancastrian natural- 
ism, hindle Wakes, turns on 
the strength of an indepen- 


blends Edwardian period 
fidelity with modern exuber- 
ance (a ring of miniature 
smoke-belching mills 


dently-minded woman, but "around the gallery, the Haw- 
one who is scarcely seen for thorns’ parlour hoisted in 


most of the play. ’ When 
Fanny Hawthorn arrives 


its entirety into tbe files.) 
To stage tbe best-known 


back from the holiday of cworfc of tbe .early century’s 
“wakes week", her parents Manchester school of drama 


discover she was not in 
Blackpool as she claimed, 
but in Uandndno with Alan 
Jeff cote, "soft ' 6f her father’s 
oldest friend and a self-made 
cotton magnate. Fanny's 
parents. Alan’s father, even 
his fiancee, spend the. next 
conple of hoars agreeing 
that he must do the decent 
thing and many Fanny... 
at which point she pops up 
again to declare that she 
had no intention of marry- 
ing him^Oniy Alan's mother 
(Sue Johnston) allows her- 
self a barely repressed 
chuckle at tbe turn of 
affair s. 

Some of Houghton’s dra- 
matic notes are over-forced 
and other moments draw 
laughs -more because of 
qnaintness than authorial 
intention, bat this is a play 
that continues to work 
because the stubbornnesses 
and well-meant misunder- 
standings it deals with con- 
tinue to he eminently recog- 
nisable. ; 

Helena Kant-Howson’s 


at the Exchange's reopening 
is an entirely justified ges- 
ture of pride. 

Tbe new 120-seat studio 
theatre has that rarity in 
venues of tUs size, a decent 
fly-space - as Liz AscrofFs 
design for its inaugural pro- 
duction testifies. Kevin 
Hood’s So Special, though, is 
what might be called a 
“Royal Court by numbers” 
work: deprived youth, urban 
squalor, violence and tbe 
occasional bit of graphic 
grotesqnerie. We already 
know that many bright 
young girls such as protago- 
nist pursh (Sharon Duncan 
Brewster) get dumped on; 
we also know that idiot vio- 
lence knows no class bound- 
aries, and that an intern 
obstetrician like Edward 
Purser's Tommy is as likely 
to go wild as a no-hoper like 
Sam (Lee Oakes). Hood's 
overly patterned script tells 
ns tittle new. 

Ian ShutUeworHi 


production takes a clear and 

sympathetic through-lin^'.jftitfle Wakes uita Jammy % 
Les Brotherston’s design^ Special until December ia 
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AMSTERDAM 

EXHIBITION 

Rg^smuseum 

Tefc. 37 -20-673 2721 

Adriaen deVries (1566- 1626}; 
imperial Sculptor. Major 

Bxrfcrtton celebrating me u«*k of 
the -Gulch sculptor, who worked 
far Emperor Rudolf il among 
otfw European courts. Around 
■40.frbrtzes wifl »e on display,^ 
foilowed from public ancf pwaj® 
cotechons in Europe and the u=>- 
HfaWghts mchkto the fountain 
(mm Hardens of the 


Sawfish palace of 
projttwgholm; to Mar 14 . 
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Berlin 

ESSE* 

"ownraoi 


Tel: 49*0-203090 
Fettaty Lott .recital by the 
soprano and mezzosoprano Ann 
Murray, of works by Purcell, 
Schumann and others. With 
pianist Graham Johnson; 

Dec 17 

BONN- 

exhibition- 

Kurtst- und AussteflungshaUe 
dflf BundesrepubBk 
Deutschland 
Tel: 49-228-917 120Q ; . 
vvww.kah-bom.de ’■ 

High Renaissance in the Vatican: 
Art and Cufture at the Papal - 

court (1503-34). The early 16th 
century saw Rome establish itself 
as the centre of art In Europe: 
foe Vatican commfesioned work 
from such great artists as 
Leonardo da Vinci, Michelangelo 
and Raphael- This exhibition 
displays some of foe 
masterpieces that resulted, as 
weS as detailing foe contexts In 
which they were produced; to 
April 

COLOGNE 

OPERA 

Oper derStadt 

^49-221-2218240 

Die Vogel’ first modem staging. - 
for Walter Braunfels's opera. 

Thia production Is cond^tedl^ 
Bruno WeHl and staged by David 
Mopchtar-Sarnora: 

Dec IS, 1 8, 20 

EDINBURGH 

EXHIBITION 

- Tet 44-131-556 8921 


Scottish National Portrait 
GaUery 

John Ruskfn: exhibition exploring 
the influence of foe Victorian 
critic and theorist Includes 
drawings, watercolours and 
photographs; to Mar 7 

FLORENCE 

EXHIBITION 
Palazzo Pitti 
La Da/na con I'Ermeffino: 
Leonardo da Vinci's 1 489 portrait 
of the young mistress of Duke 
Ludovico of Milan travels to Italy 
for the first time since 1800, 
when it was purchased by the 
Polish Prince Czartoryski; from 
Dec 16 to Jan 24 

FRANKFURT 

OPERA 

Oper Frankfort 

W: 4949-21237 999- 
wmJneikfurt-business.de/oper 
Die Z&uberflOte by Mozart. 
Conducted by Catherine 
Rflckwardt fa a stagfag by Alfred 
Kbchrier. The cast Indudes Britts 
Stall master; Dec 19, 21 

HARTFORD 

EXHIBITION 
Wadsworth Afoeneum 
Pieter de Hooch; previously seen 
at Dulwich Picture Gallery, this 
1 snow of 40' pictures offers, a - - 
reassessment of this previously 
overlooked contemporary of 
Vermeer; Dec 17 to Feb 27 

HELSINKI 

OPERA 


Finnish National Opera 
Tel: 368-9-403 021 
Anna Botena: by Donizetti 
Conducted by Maurizio Barbacini 
in a new staging by Jusd Tapola, 
with designs by Anna Kbntek. 
The title role is sung by RHkka 
Hakda/Cynthta Matos; 

Dec 17. 19 

LONDON 

CONCERTS 
Barbican Centre 
Tab 44-171-638 8891 
www.barbican.org.uk 
Candida: the Inventing America 
series continues with the London 
Symphony Orchestra, conducted 
by Kent Nagano, presentfog a 
concert performance of Leonard 
Bernstein's 1955 musical 
Patricia Routledge is one of an 
international cast; Dec 18, 19 

EXHIBITIONS 
British Museum 
Tek 44-171- 

The Golden Sword: Stamford 
Raffles and the East - exhibition 
bringing together objects 
coflected by the founder of 
Singapore and Lieutenant 
Governor of Java (1811-1816); to 
Apr 18 

Royal Academy of Arts 
Tek 44-171-300 8000 
The Au Bak Ling Collection: 100 
Masterpieces of Imperial Chinese 
Ceramics, 12th to 18fo 
Centuries, includes works from 
foe Song, Yuan. Ming and Qing 
dynasties, which together provide 
a remarkable overview of the 
finest Chinese porcetera ever 
made: to Dee 20 


THEATRE 
Lyttelton Theatre 

Tek 44-171-928 2252 
Betrayal: by Harold Pinter. Trevor 
Nunn directs Pinter’s 1978 play, 
with a cast Including Anthony 
Caff and Imogen Stubbs; Dec 15, 

16. 17. 21 

LOS ANGELES 

OPERA 

Dorothy Chandler Pavilion 

Tel: 1-213-365 3500 
Fantastic Mr Fox: Los Angeles 
Opera In the world premise of 
an adapted Roald Dahl story. 
With music composed by Tobias 
Picker, a libretto by Donald 
Sturrock and designs by Gerald 
Scarfs. Cast Includes Gerald 
Finley and Susanna GuzmSn as 
Mr and Mrs Fox; Dec 15, 19, 

20.21 

MANCHESTER 

CONCERT 
Bridgewater Hall 

Tel: 44-161-907 9000 
Haste Orchestra: performing 
Bggr/Payne’s Symphony No 3. 
Mark Elder conducts; Dec 17 

MUNICH 

CONCERTS 
Phlharmonie Gasterg 
Tel: 49-89-5481 8181 

• Munich Pliahaimonic 
Orchestra: conducted by Danisle 
GattS in works by Berg, Wagner 
and Hindemith. With 
masosoprano Marflyn Schmiege; 
Dec IB, 17. 18 

• Tschakowsky-Symphonte- 
Orch ester des Moskauer 


Rundfonks: conducted by 
Vladimir Fedossejew in works by 
Dvorak and Tchaikovsky. Wrth 
cello soloist Mischa Maisky; 

Dec 15 ; 

NEW YORK 

OPERA 

Metropolitan Opera, Lincoln 
Center 

Tel: 1-212-362 6000 
www. metopera. org 

• Die Zauberfiote: by Mozart 
Laura Aikin, Matthias Goeme and 
Franz-Josef Seiig make their Met 
debuts in John Cox's production. 
Chari ss Mackerras conducts; 

Dec 17, 19 

• Lucia di Lammermoon by 
Donizetti. New production by 
Nicolas JoS. Ruth Ann Swenson 
sings the title role and Carlo RizzJ 
conducts; Dec 15, 18 


PARIS 

OPERA 

Th65tre des Champs Bysfes 

Tek 33-1-4952 5050 
The Magic Flute: by Mozart 
Jean-Claude Malgotre conducts 
and the staging is by Pierre 
Constant With La Grande Ecurie 
et la Chambre du Roy and the 
Maltose du Centre de Musique 
Baroque de Versailles; 

Dec 15, 18 

PRAGUE 

DANCE 

National Theatre of Prague 
Tel: 420-2-2108 0131 
www.anet.cz/nd 

The Nutcracker by Tchaikovsky, 
in a staging by Russian 


choreographer Jurij Grigorovlc; 
;DqcM7, 18, 20 

THEATRE 

National Theatre of Prague 
Tel: 420-2-2108 0131 
The Servant of Two Masters: by 
Carlo Goldoni. Directed by Ivan 
Rajmont; Dec 18 

VIENNA 

OPERA 

Staatsoper 

Tel: 43-1-51444 2960 

• Aida: by Verdi. Conducted by 
Viotti, with a cast including Olga 
Borodina and Marla Guleghina; 
Dec 16, 20 

TV AND RADIO 

• WORLD SERVICE - 
BBC World Service radio for 
Europe can be received In 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT; 

06.30: Moneyline with Lou Dobbs 
1330: Business Asia 

1930: World Business Today 
22.00: World Business Today 
Update 

• Business/Market Reports: 
05:07; 06:07; 07:07; 0820; Q&2Q: 
1020; 11:20; 11:32; 1250; 1320; 
14:20. 

At 0&20 Tanya Beckett of FTTV 
reports live from LIFFE as foe 
London market opens. 
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COMMENT & ANALYSIS 



PETER MARTIN 


Global aspirations 

Until fashions change, investors are likely to reward companies 
which expand abroad more than those which diversify at home 


Conglomerates bad, global 
companies good - so runs 
the conventional wisdom. A 
year ago, I asked whether 
was a mis gu ided 
prejudice, at least as far as 
overseas expansion is 
concerned.* Now there Is 
evidence that suggests the 
conventional wisdom may be 
right after alL 

The argument against 
conglomerates is, at bottom, 
the belief that in efficient 
financial markets investors 
can obtain as much portfolio 
d iv e r s ifi cation as they like 
by buying a basket of stocks. 
They do not need corporate 
managers to undertake 
expensively a task they can 
achieve with a single phone 
call to their brokers. 

In principle, geographical 
diversification is open to the 

same criticism. Instead of 
paying corporate managers 
to build world-spanning 
businesses, why not simply 
buy a cross-border basket of 
stocks? After all, barriers to 
cross-border investments 
have fallen - there are 50 
stock exchanges listed in the 
back of this edition of the 
Financial Times. Your 
friendly broker now has 
branches - or at least 
correspondents - able to do 
business In most of them. So 
perhaps you should be using 
him or her to diversify your 
portfolio geographically as 
well as by sector. 

Rory Knight and Deborah 
Pretty of Templeton College, 
Oxford have addressed 
precisely this question. 

Their answer, in a recently 
published report is yes and 
no.** Yes, it makes no sense 
to Invest in the average 
conglomerate because 
companies do not add value 
by sector diversification. No, 
do not dump those global 
companies because they 
outperform businesses that 
are stuck at home. 

The study looks at the 
returns earned by Britain's 


top 500 companies. The 
authors conclude that “there 
is a market valuation 
‘discount’ for firms 
diversified by market 
segment, and, relatively, a 
market valuation 'premium' 
for those stocks with a 
geographic spread of 
operations. . .The top 
performers, therefore, 
appear as the specialist, 

J global firms." 

It sounds convincing. The 
charts accompanying the 
study show that the more 
sectors in which a company 
is active, the poorer its 
shareholder value 
performance relative to 
market expectations. And 
the more geographically 
widespread, the better it 
does. 

But there is a snag. The 
study relies, as the earlier 
quotation indicates, on 
market valuation measures. 

including pricg-ea ming s 

ratios. So might it not 
merely reflect the current 
fad for global specialisation? 
hi other words, are investors 
simply bidding up the stocks 
of companies that fit today's 


fashions, creating a 
self-fulfilling aura of 
outperforms nee among this 
favoured elite? 

That is possible, of course- ‘ 
It depends on whether you 
think the value investors 
place on a company is 
derived from its underlying 
performance or merely from 
fashion. It is hard to believe 
that valuations are entirely 
the result of Eads but some of 
the outperformance the 
study reports undoubtedly 
stems from the fact that 
global specialisation is the 
watchword or the 1990s. 

The important thing to 
remember about all these 
studies is that they are not 
comparing like with like. 
Because they invariably 
start from the performance 
of companies with 
headquarters in developed 
industrial countries, the 
results inevitably favour 
geographical diversification. 

If you are based in a mature, 
competitive economy where 
there is widespread access to 
finance and management 
skills, it is not easy to make 
money when you expand 



into another area of 
business- 

If you expand abroad, 
however, you will probably 
be competing with smaller, 
poorer, less well managed 
companies. The chances of 
making money are higher. 

So the returns from 
geographical expansion - for 
a company based in a Group 
of Seven economy - are 
always likely to outstrip 
those from sectoral 
diversification. 

What conclusions should 
corporate managers draw? 
First, international 

f ypanwnn is rnhprpfffl y 

preferable to conglomerate 
diversification at home, as 
long as you are really 
capable of outperforming (or 
at least ontspending) your 
overseas rivals. 

This caveat may atpiaiw 
why cross-border expansion 
of routine banking services 
has rarely been. successfiiL 
Ranking is a business in 
which supposedly superior 
develope&comrtry expertise 
is no substitute for local 
knowledge. More 
sophisticated 
services - investment 
banking and so on - sp*»m to 
do better at making the 
transition across borders: 

The second conclusion for 
corporate managers is that 
conglomerate diversification 
Is likely to remain 
unattractive. At least, it will 
unto investing fashions 

change. Astute corporate 
managers have already 
started relabelling 

conglomerate di v e r sifi cation 
as the discovery of a new 
core competence. Extending 
the brand is almost as much 
a mantra of the times as 
focusing on what the 
company does best. 

This new conglomeration 
is still afraid to say its name, 
however. We shall know that 
the 1990s are finally over 
when companies start to 
boast about staying at borne 
and h madming- thwir 
activities there - and when 
investors reward them with 
higher stock prices. 

*Global investor Bordering 
on a superleague, FT, 
December IS 1997 
^Diversification of risk and 
its effect on value by Rory F. 
Knight and Deborah J. 

Pretty, Oxford Executive 
Research Briefings, Oxford. 
wumternpletan.oz.ac.uk. 

peter.martav^fLcom 


LETTERS TO THE EDITOR 


All or nothing: payroll and personal 
tax trade-offs cannot be ignored 


In just seven years, we transformed 
a state-controlled economy into a 
vibrant free market 
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This month, the 
Republic of Kazakhstan 
proudly celebrates our 
seventh anniversary 
and our achievements 
as an independent 
nation. Seven years ago virtually all 
enterprises were owned by the state 
and the centralized economy was 
directed from Moscow. While the rapid 
conversion to a free market economy 
has not been without difficulty, the 
results have been impressive. 

- Inflation has been reduced from 
almost 3000% a few years ago to 
the single digits today. 


- We have created an attractive 
climate for foreign investment, which 
has more than doubled in each of the 
last two years. We have the highest 
level of foreign investment per capita 
of any former Soviet state. 

. More than 80% of all businesses are 
now privately owned. We have 
aggressively promoted family farms 
and co-operatives. We have launched 
a bold micro-loan program to support 
small- and medium-sized businesses. 

. Kazakhstan's huge oil and mineral 
reserves (which make the country 
so important to die West from 
a geo-political and economic 


perspective! are being developed 
in a logical, orderly and 
environmentally sound way. 

While other economies have faltered 
under the crisis conditions that plague 
the region, Kazakhstan has continued 
to move ahead with market reforms. 
We have maintained a stable currency 
and budget discipline, have encouraged 
foreign investment and strengthened ■ 
private enterprise. 


From AtC. Fitzpatrick. 

Sir, Edward Troup (“Join 
the club”. December 12) sug- 
gests that the urgency fin- 
tax harmonisation lies with 
taxes on business, not with 
I personal income tax rates. 

I But tax harmonisation, if it 
is to occur, has to be viewed 
as a whole and not in part; 

> tWs . be clearly demon- 
strated by looking at the 
trade-off between payroll 
taxes and income tax.. 

Payroll taxes payable by 
employers in the UK ^rnmiwr. 
to abort 3 per cent. of UK. 
gross domestic product, 
while in the European Union 
as a whole the average 
equivalent figure is about 6 
per cent of GDP. On our cur- 
rent GDP of £8o3m then, if 


payroll taxes across the EU 
were harmonised around the 
EU average, this would gen- 
erate £43bn a year extra rev- 
eille for the OK Treasury. 
The Treasury could, if it. 
wished, use this money to 
halve the current £87bn 
annual yield from Income 
tax. As a result, and assum- 
ing the UK simply halved 
income tax rates, we would 
have , a baric rate income tax 
of I2p in thA priori ymd a top 
rate of 20p in the pound. 

Our EU partners might 
well then, accus e us of unfair 
tax competition, citing, 
among others, the following 
potential distortions: 

• Wealthy retired Euro- 
peans might .settle in the UK 
“tax haven". 


• Companies considering 
investing in Europe would 
note thq t , while banno nls ed 
social ’ security costs were no 

longer an issue, low income 
.tax. rates., in the UK cguld 
make* the UK a favourite 
choice. 

• The same point would 
apply to Intra-European 

investment decisions. 

Harmonisation is either all 
or nothing. To suggest other- 
wise, is to ignore the trade- 
offs between the economic 

effects of various taxes. . 

M.C. Fitzpatrick, 
head of economics. 

Chantrey Vellacott DFK, 
Russell Square House, 

10-12 Russell Square, 

London WClB 5LF, UK 


Rights lose out where economics rule 


From Afr Howard W. • 
Biederman. 

Sir, . Geoffrey Chandler 
(“The wages of oppression", 
De cember 10) addresses the 
point of defending human 
rights by emphasising the 
important role private indus- 
try must take: An of that is 
well and good but may not 
directly solve the problem. 

The economic interest of 
private industry will, over 
both the short and long 
term, prevail and companies 
will continue to do business 
irrespective. There is a solu- 
tion but it raises another, 


possibly even more serious 
consequence. 

Just as we in the US Emit 
the impact of frnrtiip imports 
by haring erected quotas, so 
too could the governments 
enact legislation that prohib- 
its the importation of mer- 
chandise from factories and 
even countries use 
labour and/or have overly 
oppressive conditions. But 
gwm orare rule and private 
industry may balk at that 
suggestion, since how will it 
face the consumer with prod- 
nets that could be immeasur- 
ably more expensive? And 


having, dose that, bow are 
these countries going to sup- 
port their population if they 
cannot export? . 

A conundrum. And that is 
why, despite all the best 
intepHona. the problem will 
never be resolved to the sat- 
isfaction of Amnesty Inter- 
national or to a large seg- 
ment of the world's 
population. 

Howard W. Biederman, 
president, . 

Projects Unlimited. 

1735 York Avenue, 

New York. NY 10128. US 


A fishy smell 
of statistics s 


From Peter Robinson. \ 

Sir; Hot oh the heels of ti: ' 

McKinsey report comes 
an other management consul- 
tant peddling ill-considered 
analysis of the UK's eco- 
nomic problems (“Prescrip- 
tions for a healthy UK econ- 
omy". December ll). 

Michael Porter's argument 
relies partly on a measure of 
the number of patents per 
1.000 scholarly mentions of 
scientists* work, which 
shows the UK wen down the 
international league table. 
This just goes , to show you 
can wangle the statistics to 
show whatever you like. . .* 

The accepted benchmark 
for comparing "inventive- 
ness” across countries is the 
number of patents in rela- 
tion to the total population. 
Organisation for Economic 
Co-operation and Develop-, 
meat data place thv'Cj** 
sixth out of 20 couniri'**£A 
this measure, slightly 
of the US. In a ranking? V 
spending on research al. 7 « 
development as a proportion 
of GDP, the UK comes eighth 
out of 25 OECD countries. 

This does not suggest that 
the UK's performance 
"stinks" but that Mr Porter’s 
playing with the data carries 
with it an unfortunate 
odour. 

Peter Robinson, 
senior economist, 

Institute for Public Policy 
Research. 

30-32 Southampton Street, 

. London WC2E 7RA, UK 


i ft 


t L t 


? * 




fcJ#:' M 







Banking ‘merger’ a case of wishful thinking Q et it right 


From Mr Bemd Luthje. 

Sir, Tony Bather's article 
"Private call for German 
banks" (December 9) gives 
rise to the impression that a 
merger between private and 
public sector banks is immi- 
nent and that the divisions 
between the German hank , 
ing groups are about to be 
abolished. 


This is not the case. Com- 
merzbank's pamphlet, on 
which this article Is based, 
thus contains all thA typical 
elements of such a genre, 
combining figures, false con- 
clusions and the wishful 
thinking of the author! None 
of the Landesbanken is 
ready to be taken over by a 
private bank. Nor is the 


opposite the case. There will 
be no “upheaval between 
rival commercial and public 
sector camps". 

BerndLtttfaje, 
secretary-general. 
Association of German 
PabHc Sector Banks, 
GodesbergeraBee 88, 

53175 Bonn, Germany 


From Roger M. Bale. •_ 

Sir. There is a very sunlfe, 
effective way to bring ccmk 
the prices of cars In 
- switch to driving or* fte 

right. 

Roger M. Bale, 

Rocque Berg. 

St Clement. 

Jersey JE2 6FT 


HI 


Number One Southwark Bridge, London SE1 9HL 

- We wa keen to mange More ton rataferawafcMd*. lattes nwy bated to +** 171-873 SB38fMfak Id ojtoI: 

(attars. 8 drttOft.com Rttehad Mob are ate wunfeMa on (he FT wto eta. haptftaww.FT.cani TmtaSon wav be avatobte tar 
tattes wctwnei aw rotan rrecrreionel fret 0171 873 5888. LeBareetuMd be typed and not hang wWan. 

Better late than never 

Gillian Tett welcomes a few belated signs that Japan is - at last - 
• starting to get to grips with its financial crisis 


Kazakhstan Seven Years of Achievement 


SpmsorBd by KaaJcfctfuZOD 

A program of tha Agency far Snraogc Plowing and Reforoc 


I n recent .months Japan 
has repeatedly startled 
outsiders by Its never- 
entflng abffity to delay 
essential banking reform. 
This week the government 
surprised everyone again - 
with an ' uncharacteristic 
burst of resolution. 

Almost before the public 
woke up to the problems at 
Nippon Credit Bank the gov- 
ernment decided to national- 
ise it. This followed last 
month's ruling from regula- 
tors that NCB was insolvent. 
By the government’s recent 
standards, that was remark- 
ably bold. By comparison, 
the authorities let the . share 
price of another troubled 
bank. Long Term Credit 
Bank, crash to Y2 before 
they natinnaUcad it in Octo- 
ber. NCB. by contrast was 
still trading at Yl58.(8Qp)on 
Friday, with no sign of a 
funding crisis. 

The question now is 
whether this new resolution 
will pave the way for greater 
pcdicy surprises. Is Japan, in . 
other words, steeling itself to 
Implement the banking . 
reform that it has avoided 
for eight long years? 

Certainly, recent history 
creates reasons for caution. 
The government had - 
botched an earlier attempt to 
resolve NCB’s problems by 
organising an inadequate 
“rescue" package in April 
1997. Even its recent more 
vigorous action still look 
slow in comparison with the 
banking reforms which 
Japan’s neighbours, such as 
South Korea, are Implement- 
ing. It has offered the banks 
Y25,000bn to rebuild their 
capital bases - but the larg- 
est 18 banks have so for 
promised to apply for just 
Y5,800bn of this - not. 
enough, most analysts think, 
to be decisive in tackling 
Y87,d00bn of problem loans!- 
Some- fear the latest move 
might prove jnst another 
j costly gesture. "I think the 
bureaucrats have panicked/* - • 
says Ken Qkamura of Dresd- 
ner Kleinwort Bank. “They 
couldn't face putting even 
more public funds into ' 
NCB." 

Perhaps. But this time 
round, there are reasons for 
some optimism. A mo men- : 
turn appears to be budding .* . 
behind Japan's banking - 
reform, which might - jnst 
might - pave the way fora 
broader attempt to resolve 


the finanej a ] mess. “I think 
the government is now 
finally moving in. the right 
direction.” says James Flor- 
nio of ING Baring. . 

The optimists have two 
factors to point to. One is 
the YSO.OOObn support pack- 
age the government adopted 
in October. This includes the 
Y25,000bn capital injection, 
Y17,QO0bn to protect deposi- 
tors, and Yl8,000bn . to 
nationalise weak, banks. So 
far, admittedly, none of the 


nationalised as a temporary 
step only before their 
healthy assets are sold. Most 
strikingly of all, they are 
pressing for more bank con- 
solidation. "I think In the 
craning years there will be 
only half the number of 
banks," says one senior 
finan c ial official, who points 
out that the number of large 
banks has already dropped 
from 21 to 17. “We are seri- 
ous about reform." 

All this is evidence of a 


not work without a gerJ fei!? 
rnely liquid property mark**. J 
And without this there is <• n . 
risk that the nationalisation 1 J 
of banks such as NCB may ■ 
simply leavethe government i 
holding NCB’s problem loans 
on its own balance sheet ; 
indefinitely. 1 

However, the third shift 
that must now occur is a 
mood change among Japan's i 
bankers. Thus far, the | 
events of the past year have ' 
given bank managers little \ 
incentive to adopt the type 
of “radical” restructuring : 
that western markets 
demand. After all, though 
NCB implemented job cuts, 
its management did not reap 
any reward. And though 
LTCB cut its loan book, this 
probably actually hastened 
its fate by alienating the 
bank’s traditional Japanese ^ 
partners. 

However, unless the Japa- 
nese government can now 
persuade - or terrify - the 
banks' managers into accept- 
ing a reform -L 

“restructuring" may -nrat 
cosmetic. That might in 
require more managerial 
changes than have been ! 
made so far (the top tiers of ! 
NCB and LTCB will be 
removed). As one western 
banker says: “What I find • 
amazing is the lack of crisis ! 


money has been spent. But a change of heart and minds 
government committee win on the part of the authori- 


today start distributing the 
money. One of its first tasks 
will be set the purchase 
price for NCB and LTCB 


ties. It goes some way to 
allaying fears that the Japa- 
nese government was not 
realty committed to financial 


Unless the government can persuade 
- or terrify - the banks into accepting 
a reform agenda, ‘restructuring’ is 
likely to remain cosmetic 


(probably around Yl a share 
foT both). Another will he 
the injection of funds into 
the banks’ capital bases. 

' The second reason for opti- 
mism is. that the authorities 
now appear more committed 
to real reform than they 
have been for a long time. 
The Financial Supervisory 
Agency, the banking watch- 
dog established six months 
ago, is forcing the banks to 
disclose their bad loans with 
unexpected vigour. It 
and the Bank of Japan insist 
that any forthcoming injec- 
tion of public money must 
be used by healthy banks to 
write off bad loans. They 
also insist that insolvent 
banks, such as NCB, will be 

Recovery insight? . 

Japanese toMq sector (Mn ratesd} 


reform. But an the same, it 
Is only half the battle. 

Before Japan can artimpy 
solve its bad loan mess, at 
least three other changes 
must now also occur. 

First, the government 
needs to show that it ran 
indeed sell the healthy 
operations of the national- 


Mil 



national- among Japanese bankers 
Ised banks and dispose of Most seem to be in denial " 
their bad, unsellable assets. The treatment or NCB this 
Second, the healthy banka weekend could change the 
must remove the bad loans mnnrt u , nge 

itsss 

"ideSread <tebt fegivS^ Srite off SPK ' ? 
- which is. difficult under £ ^ 2 

the tax code. And they will V * f® then acco,n ' 

entail sales of the nrorJrti! p ^ ied by reforms to the tax 
collateral that lies’^Shind p ™ perty ^ 
bad loans - which k 7* ** ^ w 

the current, tax and ie Ea l ^ 
framework. 1 Ba „ r *? eariy ’ relies on a lot 

The Ministry of Pinar,^ „ Ana eveG assuming 
says it will tackle these nnJf ^ goes well, it will still take 
lems by changing the^v Because the govern- 

and Property^d^ “ent has staved off bnqWng 

spring. It also plans to I eform for 80 tons * 
a new govenunent lysts now calculate thaijR* 

Jhafe bad debts from both 
tty and foiled banks for 
the first tune in Japan, This 
eould effectively C wvTh» 
model that the US iSd ^ 
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Loans crisis 


But 


least two more years to m t ;X 
away the bad loans. f 
This weekend’s decisfor/ 
on NCB might yet pave Lho 
way for reform. The tragedy 
is. though, that the govern- 
meat did not start the pro- 
cess when NCB hit its first 
■crisis is months ago. 
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The British electrical utilities 
that have Joined the acquisition 
trail to the US may find it is not 
. . quite the gold' rush that' they 
'/ hope. Deregulation of the US 
.. electricity markets is at a much 
earlier stage than in the UK, and 
us regulators are still capable of 
adding a sharp bite to their baric 
when they think profits are are 
. rising too fast 

! ■ The most recent foray into the 
" US is by National Grid, the 
' 1 owner of the English and Welsh 

bulk transmission network. Its 
$&2bn (£l.9bn) agreed offer far 
■ m* the New England Electric System 
Jr* of Massachusetts comes hard on 
V.^the heels of an agreed bid by 
ulr-' Scottish Power for PaciflCorp, 

' which serves six western states. 

Meanwhile in Europe, Electri- 
; ■ citfi de France is snaking up 
local supplier London Electricity 
at a premium price. 

The British moves to the US 
; * are an ironic reversal of the last 

'l trend: American utilities were 
; '■ queueing up to buy British sup- 
: ply companies In the hope of 

extracting juicy profits through 
their lower costs of capital and 
US-style efficiency. But the 
Labour government imposed a 
windfall tax, and tougher regula- 
? tion as well as competition now 
make the pastures less lushl 
EdF’s move is ironic for another 
reason. If confirmed, it would 
make London Electricity part of a 
vast state-owned monopoly, just 
when the British government is 
trying to create a competitive 
: i"* market. 
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The competition authorities 
would do well to * consider 
whether EdF has some Tyvfliten 
agenda. For example, might it be 
trying to use the purchase as a 
political lever to ensure, that it 
wOl stfll be able to export nuclear 
power through the wires under 
the English Channel? 

On the other hand, EdF, Scot- 
tish Power and the National Chid 
may only be suffering from the 
latest infection of boardroom 
expiansioniife 

In the' old world of licensed 
monopolies, such deals would 
make little sense and would prob- 
ably be against the public inter- 
est. In a world of folly competi- 
tive supply, clearly separated 
from transmission a nd genera- 
tion, the market can safely be left 
to judge the merits of such merg- 
ers, subject to the safeguards of 
competition policy. 

Even in Britain,, the most 
advanced down this route, full 
competition at the retail end of 
the business is by no means 
established. Liberalisation has 
been slow and patchy inthe US. 
and it does not even start offi- 
cially in H^Mrwntajj Europe until 
February IS. 

Vigorous takeover activity is 
inevitable - and desirable - in a 
newly liberalised market. But the 
authorities on both sides of the 
Atlantic 7 particularly in conti- 
nental Europe -■ must press on 
towards competition. Otherwise 
the next wave of consolidation 
may produce only a herd of fat 

Tnnncqyitipg in sheep's clntbing . 


Looking south 
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It was bold of Canada's hanks to 
challenge their government by 
proposing two mergers -that 
would have turned established 
Canadian policy on concentration 
in the financial services industry 
on its head. 

They should not. however, be 
surprised that Paid Martin, the 
finance minister,, has turned 
them down, The financial ser- 
vices industry is rang in g as rap- 
idly in Canada as elsewhere bat 
it has not yet changed enough to 
justify tearing up the 
normal rules of competition- 
policy. 

Royal Bank of Canada’s pro- 
posed merger with Bank of Mon- 
treal. and a similar deal planned 
by Canadian Imperial Bank of 
Commerce and the Toronto- 
Dominion Bank, would have cre- 
ated two dominant players in the 
Canadian hanking market, leav- 
ing just Rank of Nova Scotia to 
offer a third way. 

The desire to merge was under- 
standable. No Canadian bank has 
ever gained more than 1 per cent 
in market share in any one year, 
according to a study by the Cana- 
dian government's own taskforce 
on financial services. The pros- 
pects for domestic growth, with a 
few exceptions such as car leas- 
ing - still prohibited for hanks - 
remain dim. 

Nevertheless, the conclusions 
of the Canadian competition 
bureau left Mr Martin little room 
for doubt. Hie bureau found that 


the two mergers would lead to a 
substantial lessening or preven- 
tion of competition that would 
cause higher prices and lower 
levels of service and choir* for 
several key banking services'*. 

Canada’s banks argue that they 
compete not only with each other 
but also increasingly with foreign 
financial institutions, whose 
access to the Canadian banking 
market has’ become easier, at 
least in a legal sense. They point, 
too; to new ways of distributing 
financial services that bypass 
their dominant position in 
branch hanking : small business 
loans sold over the internet, or 
deposit accounts marketed by 
telephone, for example. In truth, 
these axe stilt just pinpricks. The 
barriers to entry remain high - 
though it may not he long before 
technology brings them tumbling 
down.' 

What should the Canadian 
batiks do next? With domestic 
c onso lidat ion haired,* at least for. 
the next few years, the obvious 
answer is that they must seek to 
compete in the broader north 
American market. Canada’s 
insurance companies have shown 
that international expansion is 
possible. Its banks, however, 
passed up most of the opportuni- 
ties that presented themselves 
five years ago when they still 
outpnnched their US rivals. 
Today; the road south into the 
US will be much more difficult to 
follow. 


Serenissima 
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Can Venice be saved? The 
question is old but ever more des- 
perate. The 2lst century will be 
the last in which Venice is a hab- 
itable and visitable city unless 
someth i ng is don 1 ? to stop the ris- 
ing tides that corrode its build- 
ings. But, as recent days have 
shown, the Italian government is 
incapable of owning up with a 
construction plan that preserves 
Venice’s heritage for future gen- 
erations. 

Fears for the city are justified. 
Climate change is leading to 
higher daily tides in the lagoon. 
In 1900. St Mark's Square flooded 
only a few tbnesi In 1989, it 
flooded 40 times, last year 79. if 
things are left .unc h a n ged, 
experts believe that 50 years from 
now, the buildings around; St 
Mark’s win sit permanently in 
water. The exodus of Venetians 
from the city (there are now only 

60,000 left) Will be complete. 

Until a few daysago. the best 
hope of saving Venice lay' with a 
building project called “Opera- 
tion Moses" promoted by Italian 
business. This proposed tostaH- 
.fog huge panels in the ggwm 
that could swivel upwards from a 
horizontal position at veiy hfch 
tides, acting as a temporary tarn 

each day. The plan was backed 
by five internationally renowned 
environment estperts carbaf ^ 
year: But las: week. It was afl bm 
m a pped when another cmnmit- 
teu of experts convened by 
environment ministry said th 


project would damage the 
lagoon's ecosystem. 

Italy should look hard at Oper- 
ation Moses again. Rome’s green 
lobby is powerfuL But the judg- 
ment of the five independent 
experts, none of whom has any 
vested interest in the project, to 
hard to ignore. They believe toe 
barriers would pose negligible 
environmental damage. - And they 
cote that the lagoon has been the 
site of extensive human interven- 
tion down the centuries as suc- 
cessive generations have tried to 

control tidal flows. As me of toe 
international experts pate it, a 
sense of perspective to needed. 
The lagoon is not, and never has 
been, an Alpine lake. . . 

' The cost of Operation Moses - 
at L4,400bn ($2.7bn) to 
immense. It could be gradually 
defrayed by charging an entrance 
fee to Venice for the millions who 
flock to the city each year. » 
would develop the area round the 
city, that has never benefited 
from toe economic growth of the 
Ye n e to region. It would save a 
city that, above all othera, has 
beenasourcaof inspiration. 

. - A swift, decision to needed.. 
Byron warned Venice that when 
its marble waDs ware level with, 
the waters, toeie would be "a cry 
of nations over thy sunken halls/ 
A loud lament along toe sweep- 
ing Sea-/ff L a northern wanderer 
weep for thaej What should toy 
sons do?" Two centuries on, the 
world awaits an answer- 


The eclipse of manufacturing 


A sk the world's veteran 
manufacturers these 
days about the main 
change during their 
working lives and one answer 
will stand out They have lost 
control, they will say, of their 
pricing. Most years, most of them 
cannot charge as much for their 
goods as the year before. Every 
year they must squeeze out new 
efficiencies merely to stand stilL 
There to hard evidence to back 
that: for example, the record 
decline in prices of UK manufac- 
tured goods leaving factory gates. 
These saw an 0.8 per cent fell in 
the year to November, the largest 
since records began 40 years ago. 
Producer prices are dropping 
throughout the developed world: 
most dramatically, in two coun- 
tries best-known for their manu- 
facturing. Japan and Germany. 

' This might be thought Just one 
aspect of a wider deflationary 
trend, which has pushed raw 
material prices to levels not seen 
since the 1970s. In part, so' it is. 
But there is another possibility. 

In the past couple of centuries, 
the developed world has cracked 
the problem of feeding itself. 
Food is in persistent surplus, 
even though agriculture, which 
200 years ago provided the bulk 
of every country’s output and 
employment, now accounts for a 
tiny proportion of both. A mere 
handful c£ people now produce 
more food, more cheaply, from 
fewer acres than the millions 
who once tilled the land. 

The question Is: what if manu- 
facturing has been cracked in toe 
same way? What if manufactur- 
ing techniques are now univer- 
sally understood and available, 
so that no one can establish a 
lasting advantage? 

There are signs that industry 
may be going the way of agricul- 
ture. In advanced industrial 
countries, manufacturers' share 
of national income to around a 
fifth and falling. But there is no 
shortage of manufactured goods: 
judging by price behaviour, sup- 
ply is outstripping demand 
One reason for this to macro- 
economic. When today’s manu- 
facturing veterans started their 
I careers - say, in the 1950s - the 
world was different in one essen- 
tial respect. 

Goods were in shortage and 
suppliers had the whip hand. 
They could get away with shoddy 
products, since customers had 
little choice but - to accept them. 
Inefficiency and overmanning 
were not a problem since the cus- 
tomer would pay. 

■Hus came about through two 
particular circumstances. First, 
production bad been massively 
distorted by the second world 
war and it took some time for 
capacity to be converted back to 
civilian use. 

Second and more important, 
there was a postwar consensus 
that the chief goal of economic 
policy was fall employment This 
had the effect of stimulating 
demand, while at the same time 
hampering supply through ineffi- 
cient working practices. 

It also helped stoke inflation. 
Hence the reversal in the consen- 
sus. In the late 1970s, to empha- 
sising output. Industries were 
deregulated and privatised, trade 
barriers were scrapped and high 
unemployment was tolerated as a 
necessary eviL 

In themselves, these policy 
switches did much to bring pres- 
sure on manufacturers. But they 
also helped disguise revolution- 
ary changes in manufacturing 
Itself. 

The first and most obvious was 
lean manufacturing. Developed 
in Japan in the postwar years 
and transferred to the US in the 
1980s, this involved a massive 
reduction of waste through elimi- 


Making money from making things is getting harder. 
Success lies in what you can add, says Tony Jackson 
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nating defects, slashing invento- regardless of I< 
lies and making production lines Now, some 
more adaptable. change to trai 

Equally important were the again: so-callet 
changes attributable to informs- Lag. 
tion technology. Computers were The thesis i 
used to standardise and codify soor Sarhedi c 
processes as well as products. University, G 
These could then be instants- lean manufact 
neously switched around big step in pi 
between countries and between the switch fr 
companies. manufacture it 

Combined with the opening of the century, 
world markets,, this was explo- But lean mi 
sive. Output could be moie one sense infls 
readily shifted, since production ries no spare ii 
processes could be transmitted respond quid 
and replicated. Basic mamifactur- demand. Worri 
ing emigrated to cheap, emerging to have surf; 
markets. And since those pro- defence indust 
cesses were increasingly standar- step up prodi 
dised, technical advances could event of war. 
be swiftly copied by competitors Hence the it 

Share of agricultural employment 
% of tafcor fixes 
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regardless of location. 

Now, some claim, another 
change to transforming industry 
a gain: so-called agile manufactur- 
ing. 

The thesis is set out by Man- 
soor Sarhedi of the UK’s Brunei 
University, Granted, he says, 
lean manufacturing represents a 
big step in productivity, as did 
the switch from craft to mass 
manufacture in the early years of 
the century. 

But lean manufacturing is' in 
one sense inflexible. Since it car- 
ries no spare inventory, it cannot 
respond quickly to surges in 
demand. Worries about this seem 
to have surfaced first in the 
defence industry, which needs to 
step up production fast in the 
event of war. 

Hence the idea of agile manu- 


facturing. developed first under 
US government prompting in the 
early 1990s. In essence, this 
involves using information tech- 
nology to stitch lean enterprises 
into informal alliances. If one 
participant has a surge in 
demand, it can exploit any slack 
remaining in the system as a 
whole. 

This combination of co- 
operation and competition rings 
loud bells with management the- 
orists these days. Agility, its pro- 
ponents argue, will be the future 
of manufacturing itself. They 
point for example, to Airbus, an 
alliance which from a shaky start 
now seems to be outperforming 
its more conventionally struc- 
tured competitor. Boeing. 

Moreover, say its proponents, 
agile manufacturing is in its 
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Quizzing the 
loan stars 

The Financial Supervisory 
Agency, Japan’s banking 
watchdog, has been ruffling a 
few feathers, its announcement 
that Nippon Credit Bank is 
insolvent has prompted NCB Into 
a very un-Japanese outburst of 
public anger - the bank 
complained noisily that the FSA’s 
method of counting its bad loans 
was deeply unfair. 

The FSA now seems set to put 
a few more noses out of joint 
with a secret questionnaire It has 
just circulated to banks that want 
to apply for baH-outs from public 
funds. 

- Lots of the questions are 
innocuous, of course, like: “How 
do you plan to improve your 
business?* and "How much cash 
do you want?" But the FSA has 
also slipped in a particularly 
sneaky blow: “How many of your 
cflerits have gone bankrupt Inthe 
last year," it asks. "And did you 
classify these loans as ’risky 1 
before?" 

Most banking analysts fear that 
the second question wfij produce 
a quafified "no*, given that most 
Japanese banks have woefully 
under g s tf mated.tha scale of bad 
loans to date. 

But It rwnafosTo be seen 
whether the banks will wish to 
give a fail answer to ajch a 
direct question, tf they do, it’s a 
.lair bet that the FSA’s survey Is 
one pieceof literature that the 


government will not be keen to 
rush into the pub Be domain. 

Frilled to bits 

If LVMH does pick up the 
scented wing of France’s Sanofi, 
two of the biggest names in 
fashion, Christian Dior and Yves 
Saint Laurent, will be under the 
same roof fa* the first tone in 
nearly 40 years. 

Before his death in 1957, 
Christian Dior anointed toe young 
Saint Laurent to take over as top 
designer. But the Dior 
management quickly fell out of 
love with foe new man’s avant 
garde style and took foe 
opportunity of his call-up for 
national service in 1960 to 
replace him with Marc Bohan. 

Aigerian-bom Saint Laurent 
successfully sued foe firm for 
unfair dismissal and he and his 
partner Pierre Bergs used foe 
damages to set up their own 
fashion business, which launched 
Its first collection In 1962 and fell 
into Sanofi’s hands five years 
back. 

Saint Laurent is a bit of a 
red use these days, spending 
most of his tone at his Paris 
apartment or his villa in 
Marrakesh. What he'll make of ft 
an Is anybody’s guess. 


Ames high 


So which way will he Jump? The 
global music industry; it seems, 
to aO agog to know where 
Caribbean-born deafmakar Roger 


Ames wIM end up now that 
Polygram to being swallowed by 
drinks group Seagram. Ames, 48, 
has had worldwide responsibility 
for Polygram’s music operations 
since 1996. But the Seagram 
deal means he's effectively out of 
a job. 

A man who likes to keep a low 
profile and has a passionate 
aversion to public speaking. 

Ames is one of the most 
influential figures in the music 
business. A creative talent who 
hates ties and kicks his shoes off 
to do business, he's a strategist 
to boot - a rare combination In a 
crazy business. 

With the Seagram deal In foe 
wind, he's been working hard to 
carve out a new job. There have 
been talks with everyone from 
EMI and Warner to Bertelsmann 
and Seagram Itself. But if s not 
just his talent he’s got to sell. 
London Records stars Include 
the fragrant All Saints - to 
controlled by his family bust so 
he's also taking valuable 
distribution rights with potential 
buyers. 

It's foe sort of fraught situation 
that might give lots of people 
palpitations. But Observer 
reckons Ames wffl never have 
been happier. 

Cold stieel 

Reinforcements are arriving at 
bpat International, the giantsteel 
outfit chaired by Lakshmi Mittal. 
The London-based company has 
seen its share price buckle since 


floating in New York and 
Amsterdam test August But help 
could be at hand. Mittal’s son 
Aditya, a 22-year-old big wheel 
at the family-dominated 
company, has just married a 
bride whose qualifications stretch 
beyond good looks. The couple 
met at Wharton Business School. 

It’s not certain that Megha, the 
latest addition to the Mittal clan, 
will join the Ispat empire. But if 
she does it’s likely to be fairly 
high up in toe pecking order. 
Mittal sailor, who started foe 
company only in the 1980s. 
could certainly do with some 
fresh ideas. Despite making a big 
leap forward fob year with the 
acquisition of US outfit Inland 
Steel, ispafs stock market 
performance Is anything but 
stainless. The shares languish 
some 75 per cent below last 
year’s float price. 

Continent shelved 

Congratulations to Credit 
Agricole. American Express and 
Thomas Cook have chosen It as 
the world’s first clearing bank for 
travellers cheques in euros. 

In a celebratory press release 
yesterday Credit Agricole said 
travellers cheques denominated 
in euros would be “distributed in 
European countries, plus Great 
Britain, Sweden, Switzerland, foe 
US. Japan, Africa, Australia, 
Canada and Korea". 

Observer hopes foe travellers 
who use the cheques have a 
better grasp of geography. 


infancy. The implication to that 
as It develops, it will provide a 
new lease of life far manufactur- 
ing as a whole. Furthermore, 
they say that by no means all 
enterprises have caught up even 
with lean manufacturing yet. 
There is plenty of scope in the 
system still for manufacturers to 
make money. 

Maybe so. All the time, though, 
the pace of evolution is quicken- 
ing. And within an agile system, 
what happens when there is no 
slack capacity left to be picked 
up? 

One unsettling glimpse of the 
future might be gained from tele- 
vision set manufacture. The 
world's big television makers are 
mostly Asian, and have lean 
manufacturing down to an an. 
For years, they have held the 
price of their sets steady in nomi- 
nal terms, while adding all sorts 
of new and exciting features, 
each of which is instantly copied 
by the others. And they have con- 
sistently failed to make money. 

Not only that: go round the 
back of a TV factory or a per- 
sonal computer monitor plant 
and you will find bo.\ed-up sets 
bearing the names of the other 
makers. Through plant flexibility 
and networking, each maker 
belps out shortfalls in the others' 
production. They are agile 
already: and little good it does 
them. 

So does this mean that manu- 
facturers are doomed to life at 
the edges of the economy, rather 
tike the 2-5 per cent of the labour 
force who are farmers? Not nec- 
essarily. The real point to differ- 
ent: that the manufacturing pro- 
cess. taken in isolation, is 
becoming less and less important 
in the value chain. 

Take Coca-Cola. This company 
started life as the manufacturer 
of a syrup and is now in the 
business of managing a brand. 
The mystique requires it should 
still make the syrup itself. Other- 
wise. Coke could farm the job out 
with negligible commercial 
effect. 

Similarly. General Electric has 
seen its product prices fall for 
several years in a row but has 
consistently increased its mar- 
gins. This to partly the result of 
operating efficiencies. More 
important, GE has managed to 
sell all kinds of services to buy- 
ers of its aero engines, turbines 
and medical scanners. Increas- 
ingly it is from the services, not 
the manufacturing, that GE 
makes its money. 

The trouble with the TV manu- 
facturers is they are stuck in the 
middle. For whatever reason, 
they have failed to achieve the 
kind of branding which allows 
one maker to charge significantly 
more than another. They have 
also brought their sets to a pitch 
of reliability which makes it 
unnecessary for customers to pay 
for after-sales service. 

Even in such cases, charging 
lower prices - or offering more 
for the same - to a finite process. 
As Kumar Bhattacharyya of War- 
wick University points out. logic 
suggests the production of TV 
sets will continuously migrate to 
cheaper and cheaper countries. 

But eventually prices will 
reach the point where no plant, 
wherever built, can be amortised, 
and no new model funded. At 
that stage consumers, assuming 
they still want the product will 
have to stump up. 

Subject to that proviso, the 
long-run outlook for makers of 
undifferentiated goods - memory 
chips, microwave ovens, perhaps 
even certain types of car - to 
distinctly unpromising. There to 
still endless scope for manufac- 
turers to make money. But they 
had better not try making it from 
manufacturing itself. 


100 years ago 

A Bad Colonial Bargain 
The total foreign trade of the 
Congo State amounts to about 
a million and a half sterling, 
and that Is the extent to which 
it assists the commerce of 
Belgium. Ms climate is too 
unhealthy to permit Europeans 
to reside there for more than a 
few. months at a time. The 
inhabitants are not so far as 
present experience goes, 
capable of developing 
industries, and the State 
maintains its exports simply by 
a system of forced labour 
requiring an army of officials. 
Such is the bargain Belgium 
has got In the Congo Free 
State. It Vs not unlikely that 
when foe supplies of rubber 
and Ivory give out, this huge 
swampy tract of country, 
peopled by degraded savages, 
will relapse into its original 
barbarism. 

50 years ago 

Bulgaria Pays 
Bulgaria has undertaken to 
meet Its current Interest 
obligations and to pay off 
arrears in respect of its 
external debt Bulgaria is 
behind the "Iron Curtain’. 
Presumably gentlemen in 
Moscow were not unaware of 
her approach to hateful 
“Western capitalists". What 
does it portend? 


ar>v; v;v 





7 


FOUNTAIN FORESTRY 

.... FOR PRIME AND COWORAJE LAfOOWNEBS. 
UiaiFES. LOCAL AUTHOMflES . . . . 

UMrrtD KINGDOM. gumw 730000 
UNITES STATES i VMI 603435 C234 

wwwiwBtdBfoi wu r.w 


FINANCIAL TIMES 



THE LEX COLUMN 


Grid formation 


Talk about role reversal. Earlier this 
decade, US utilities snapped up most of 
the UK’s vulnerable tribe of electricity 
companies. But the old world Is striking 
back, with a second UK utility unveiling a 
US acquisition. This should not surprise. 
The UK survivors of consolidation and 
regulation are looking for growth, abroad 
as opportunities at home dwindle. 

But despite the shared logic. National 
Grid’s $4L6bn deal to buy New England 
Electric System CNEES) is quite different 
from Scottish Power’s move on FaciflCorp 
last week. Scottish Power has identified 
savings from its US target, which has 
been failing to achieve its authorised 
rates of return. But National Grid’s effi- 
cient prey is already "bumping up against 
these fates. What therefore justifies the 25 
per cent premium? National Grid reckons 
NEES is worth such a price, in part 
because of the cash flow benefits of an 
advantageous regulatory deal it recently 
signed. This a«cumps , rather bravely, that 
the US stock market has missed a trick in 
valuing the business. 

But in any. case, the deal only comes 
into its own for National Grid, if US regu- 
lation goes the right way. A move - 
already in train - towards UK-style incen- 
tive-based regulation should benefit com- 
panies steeped in that culture. National 
Grid’s UK record is good. But how East us 
regulators will proceed, and what benefits 
this will bring are unknowns. National 
Grid investors will have to wait several 
years longer than Scottish Power's before 
they can test their management's assump- 
tions. 

Royal fiutcfi/Shell 

: :.Can Shell do to itself what British 
petroleum pIans:to do to Amoco and what 
Exxon’; wHl to Mobil?' Thfemai restructur- 
ing. certainly lacks the .glamour of cost- 
crunching mergers. But the main worry, 
as oil dips below $10 per barrel, is whether 
it will be as effective. To casual observers, 
yesterday's sweeping restructuring of the 
nil giant’s global activities might appear 
to address that concern head on. 

; The company has taten some radical 
steps. Forty per cent of the low-returning 
chemicals business is to be sold - a wor- 
rying admission that past efforts to 
restructure internally have failed, and a 
tall order, too. Protected -capital invest-.' 
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went is to be slashed by 35 per cent in a 
belated bid to -impose financial discipline 
on excessively decentralised operating 
units. The result is that at an up-front 
cost of- $L5bn in restructuring charges 
and writedowns. Shell's reward should be 
some S2.5bh -of annual cost savings by 
2001. not far off what BP and Exxon's 
mergers should produce. 

But flhrfi ahnntri have gone much fur- 
ther. 'It is a shame the company has 
backed off plans to turn Mark Moody 
Stuart into a properly accountable chief 
executive. And it is also regrettable that, 
notwithstanding plans to hold capital 
employed down to $7Dbn by. 2001, the. tar- 
get of 15 per cent return s has been aban- 
doned. Replacing it with a 14 per cent 
target may not seem like a huge differ- 
ence,' -but. It dbes not sound like a com- 
pany bending -oyer backwards for its 
shareholders’ 

Canadian banks 

■ Giants ait home. ™n m w w abroad — that 
is . the trouble with Canada's banks. Paul 
Martin, the country's finance minister, 
cannot be blamed for blocking two merg- 
ers that would have turned Canada’s top 
five banks into three. Allowing Royal 
Bank of Canada to unite with Bank of 
Montreal and Toronto-Dominion Bank 
with Canadian Imperial Bank of Com- 
merce threatened to reduce competition 
in branch hanMng , small business loans 
ant! securities broking. 

But what awns right from a domestic 
point of view looks less defensible in a 
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global context New technology, such as 
internet banking, ami rapid consolidation 
are changing the financial services indus- 
try, Cosseted but also restrained by local 
regulations, Canada’s banirg have already 
missed out ou much of this Royal Ranh- of 
Ca nada .-the biggest and once a world top 
10 bank, now has a market capitalisation 
of just $i5fan - barely a seventh of Citi- 
group or Ba okAmerica, a fifth of Lloyds 
TSB or HSBC. The proposed mergers were 
manag eme nts’ response: an attempt to 
gain scale at home, before trying to com- 
pete internati onally . 

The banks now look rather hamstrung. 
They do not have the size to make much 
of a splash abroad. Yet Mr Martin is’bent 
on deregulation at home, hinting that 
once competition has developed he may 
look more favourably on future mergers. 
By then, however, he may find that Cana- . 
da’s banks will be too small to be 
anything but victims in the consolidation 
process.^ 

Emap 

When Emap first went into France in 
1990 ft cautiously bought one country 
sports Tnagawtna with a domestic partner, 
for 217m. The UK magazines group has 
grown SO fast nfnr^ than that a rrt r y into 

the US - which it flagged in June - was 
bound to he much bolder. With, a, market 
value of £22bn, : it has passed the stage 
where bolt-on acquisitions can make 
much difference. The good thing about 
Petersen, its US target, is that .it sounds 
like a US Emap; Teen meets Just 17. It is 
also growing fast by acquisition. But even 
assuming its sales have jumped from last 
year's $247m to around $300m, a purchase 
price above $lbn would be testing. 

Petersen's operating margins look to be 
even better than Emap's, which are 
approaching 20 per cent. But fids still 
makes it hard to see the acquisition even 
covering interest costs, on a debt-funded 
deal, in its first year - let alone Snap’s 
full cost of capitaL B is to be hoped that 
Emap, which has little debt, will not issue 
shares to firnd the deal: overall interest 
cover should be a tolerable four tunes. 

Emap will have to talk fhst to reassure 
investors that Petersen is worth the new 
level of risk. But now it has grown so big 
in Its home markets, a bold move outside 
them is just what the agony aunt ordered. 



German foreign minister Joschka Fbeher fn Brussels to present 
Germany's pr o gramme for Its European Union presidency. Page 2 
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By GSBaaTsttnd Paal Abraham 
ta Tokyo 

Japanese government bond prices 
fell sharply yesterday after the Min- 
istry of Finance indicated that next 
year’s new Issue volume coaid be 
almost double fids year’s level and 
that government controlled funds 
would buy a smaller share of the 
tsfQiAs than expected. 

The yield on the 10-year beach- 
mark government bond surged to 
L275 per cent, up from Friday's dose 
of 1_16 per cent 

The ministry i nAit-MtoH that it 
expected, private investors to pur- 
chase around Y6Q,000bn (jsiflbn) of 
the Y70JX)0bn of hoods the govern- 
ment plans to issue in the 1999 fiangi 
year. Investors had assumed that 
public twg ti ii i i M i H H^ such as the Trust 
Fund Bureau, would boy about a 
third of these issues. ■ ■ 

In the current fiscal year, the gov- 
ernment planned to sell Y37 JXKJbn of 
bonds to private inv es to r s. The big 
increase next year is part of the gov- 
ernment's p lans to hn ptonmnt stimu- 
lus measures to deflationary 

pressures at a h™ when its tax 
receipts are d e p resse d . 


The n«*i for the additional stimu- 
lus measures was underlined by pub- 
lication, yesterday, of the Bank of 
Japan’s quarterly Tauten survey or 
hmriripgft sentiment, which showed 
continuing deterioration in confi- 
dence in the Japanese economy. 

The Ministry said no decision on 
the scale of bond issuance could be 
t»fc»n until the government finalised 
Its fiscal 1999 budget this month. 
However, it acknowledged that the 
TFB was reluctant to buy bonds as it 
faced its own funding problems. A 
Ministry official said: “We have not 
maria nfftHal decision [on market 
iftcnancp levels} but it will almos t 
certainly he very high.” 

. There were also fears that the gov- 
ernment mi gh t soon issue more 
bonds to fond. banking sector reform. 
In particular, tote 'Ranh of Japan is 
presting the Deposit Insurance Cor- 
poration, a state body, to issue 
around Y3,000bn of government- 
backed next year to fund large 
loans to Nippon Credit Bank and the 
recently nationalised Long-Term 
Credit Bank of Japan. 

Financial markets yesterday 
reacted calmly to the weekend news 
of NCB’s impending forced national- 


isation. However, ba n king stock* fcg 
2JS per cent amid concent tbafife 
government would impost ftzrfiut 
restructuring on other weak butt*. 
The benchmark NlkW SB hxkxftfi 
2 per cent to H.1U* 

Bank shares were also hurt by 
fears that NOB'S largest sfcarsfaaU. 
ers, including Nippon Lift and D* 
Icfal Kangyo Rank, would be* Mm 

in the nationalisation. • ■< . 

The sale of NCB to the govto- 
meat will embarrass the Sank of 
Japan, which invested YBOton ft NCB 
shares last year. The Bank to impac- 
ted to lose almost ail of fids money, 
in the first such teas for 50 pure. 
This may foe! criticism of ttw Bnik'f 
attempts to avert a credit crunch by 
making large loans to weak banks 
and industrial companies. 

The Tankan survey for bfe mm. 
facturers was the worst cbm 
August 1975. with a diffusion index 
of minus 56. compared with afoot M 
in September. The index matures 
the number of optimistic c o m p Mfrc, 
minus pessimistic ones. 

Better feta than never. Page IB 
Bank of Japan In the red, Pig* > 

Fiscal fairy godmother. Page 30 . 


Regulators propose ban on 
takeovers disguised as mergers 


By Jka Katy in London 

The world's leading financial 
reporting regulators yesterday pro- 
posed banning merger accounting - 
a widely used practice that can dis- 
guise takeovers and Batter the prof- 
its of resulting businesses. 

The G4+L the powerful chib that 
inrimfes the standard-setting bodies 
for accounting in the US and UK, 
said it was time to harmonise the 
rules to rectify inconsistencies that 
can distort business decisions. 

The proposed f*anggs to the rules 
come at a time of feverish merger 
activity, much of it based on merger 
accounting ex' US-style “pooling". 
Examples inrintte BP'S merger with 
Amoco and the link-up between 
Exxon and Mnh fl 

There will be one bell of a battle 
on both sides of the Atlantic," said 
one former regulator. “Companies 
will hate it as it wifi stop takeovers 


being dressed up as mergers. And 
what do you. do with a genuine 
merger?" 

Privately, the G4+1 is worried that 
the current rules allow ah increasing 
number of companies to bend the 
rules and disguise, takeovers as 
merges in order to boost profits. 

The proposals are contained in a 
discussion paper published in the 
US, UK, Australia, Canada. New Zea- 
land, and by the International 
Accounting Standards Committee - 
the body pushing for glo bal pem nnte 

har m nwfaaHnn. 

While the paper does not carry the 
explicit backing of the regulatory 
bodies, ft signals.their determination 
to co-operate to end international 
discrepancies and end what they 
view as an abuse of the rules. 

In an acquisition, the assets of the 
takeover victim are revalued and the 
difference between the price paid 
and the book value of the assets is 


recognised as “good will* and 
the balance sheet. As a result, prof- 
its are hit for decades after thi take 
over as higher depreciation • 
bite and the value of the 
slowly diminishes. But if a 0QBqjasr< 
can qualify for merger accounting ~ 
or “pooling" - profits are untouched. 

In the US. so-called "pooling” 
allows business combinations 
between unequal partners to bt 
accounted for as mergers, ft the can 
of Exxon and Mobil. “pooling" was 
used in spite or a split of TWO ft t 
combined market capitalisation of 
$240bn. 

In the UK, several recent mergers 
appear to challenge the rules. The 
proposed merger of BP and Amoco 
win see a 60-40 split with Amoco 
shareholders getting a 15 per cent 
cent premium for their shares. 

New accountancy rules. Page 6 
See Lex 
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The Dutch State Treasury Agency is pleased 
to announce the primary dealers of 
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Europe today 

Norway wffl have showers, some 
heavy. Most of Sweden wffl be tty 
but there wffl be anew in the north. 
Finland wffl also have snow but 
western parts wffl become milder 
later. Denmark and northern 
Europe will be mid and wet but 
central Europe and the western 
Mediterranean will be dry with 
sunny spefls. However, bi the east 
it win be overcast with rain and 
some of this wiB be thundery. 

Much of eastern Europe wffl have 
snow. 

five-day forecast 
North-west Europe will remain vary 
unsettled though mfldfbr much of 
the time. The eastern 
Mediterranean wfll afso remain 
unsettled with thundery downpours 
throughout the week. Central parte 
of the Mediterranean will also 
become showery Eater In the week. 
Eastern Europe anti much of 
Scancflnavla wffl have further snow. 
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6KM goes for growth, not ‘synergy’ 

C.K. Chow, chief executive of GKN, the UK 
engineering company, thinks synergy js an over- 
t®ed word, indeed, he cheerfully admits there 
a-e very few synergies in last weak 1 ® £335m 
(5556.1m) acquisition of Interlake, a US metals • 
and aerospace company. Mr Chow prefers 
™s *at open up expansion possibilities for 
GKN, based around its main areas of aero- 
space. speciafised vehicle components and 
industrial services. Page 27 

Odds shorten on BET recovery 

it is easy to overlook 
Romania’s stock mar- 
ket A capitaHsaUan of 
$1.3bn puts Bucharest 
right at the bottom of 
the east European pile, 
while turnover is barely 
Sim on a good day. 

But the BET 10 index, 
the Bucharest bench- 
mark, has advanced by 
almost 30 per cent 
since the start of 
November. True, the index - which closed yes- 
terday at 363.8 - stood closer to 870 in March 
and has a lot of ground to make up. But Roma- 
nian shares are being talked about as poten- 
tiafly the next big recovery situation - should 
current negotiations with the International Mon- 
etary Fund bear fruit. Page 42 

Sumitomo weighs the risks 

The rising cost of capital Is forcing Japanese 
companies to decide which of their businesses 
they really want to hang on to. Sumitomo, the 
trading house, has been using quantitative anal- 
ysis to help determine those that provide suffi- 
cient returns to justify the rtherent risks. Over 
the next two years it plans to get rid of Y200bn 
($1.7bn) worth of businesses with low returns 
compared with the risks involved. Page 24 

Impeachment worries hit dollar \ 

With the US House of Representatives due to 
deckle or Thursday whether to impeach 
President Bill Cfinton, currency traders had a 
good excuse tor short-term dollar bearishness. 
The US currency dropped to five-week lows 
against the yen, in spite of a 2 per cent fafl in 
the Nikkei share index and a further deteriora- 
tion in the quarterly tankan survey of the 
Japanese economy. Page 31 

Internet futures scheme proposed 

investors will be able to hedge agamst.the for- 
tunes of internet-related com p anies if a pro- 
posal by the Kansas City Board of Trade to 
trade futures and options on the Tsdex" index 
of technology stocks is approved. Page -30 

Confidence crisis depresses markets 

Bourses fefl worldwide as investors fretted 
about declining business confidence in Japan 
and absorbed research that suggested profit 
forecasts for European companies were too 
high. Page42 • 
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De Beers sales 
hit 11-year low 


By Pad Soimai 


De Beers, theSotrth African 
diamond group, is pinning its 


hopes on improved Christmas 
sales after a sharp fall in sales 
at grans this year. 

Sales by the company's 
London-baaed Central Selling 
Organisation, or CSO, which 
organises the international 
diamond marketing cartel and 
accounts for TO per cent of the 
world’s rough diamond trade, 
dropped to a ll-year low of 
33 Jhn this year. 

De Beers blamed the 1998 
figures - already compiled as 
the year's 10 rough diamond 
sales, or "sites", have been 
completed - on lower demand 
in Asia. “Retail demand in 
Japan, the second, biggest 
market, is 20 per cent less than 
1997 in dollar terms," it said 
yesterday. '“Hong Kong 
polished imports have been 
running at about 40 per cent 
less than 1987 levels.” 

However, retail sales in the 
US during the Gist half of 1988 
were 7 per cent higher 'than 
1997 and De Beers said it 
expected Christmas sales to be 
hjgfrur than last year. 

The US is the CSO’s biggest 
diamond . market, ..accounting 
for 35 per cent of sales. Tarty 
per cent of sales in the US take 
place between Thanksgiving 
[in November] and Christmas, 
so we win he watching the 
period very carefully,” De 
Beers said. 

Analysts said the drop in 
CSO damoud sales was at -the 
bottom end of expectations 


and tha t the annual sales fig- 
ure was the lowest since 1967. 
It follows a foil last year, when 
De Beers reported sales of 
$4.6bn compared with the 
record $L8bn in 1996. 

De Beers said while confi- 
dence in the diamond industry 
remained fragile, the CSO 
would continue its policy of 
holding back sales of rough 
gems in the interests of 
market stability. 

The prospect of increasing 
sales of rough gem diamonds 
to the level of consumer 
demand will depend both on a 
return of confidence in the 
trade and on diamond jewel- 
lery sales continuing at least 
at present levels,” it said. 

De Beers’ first-half sales 
were hit especially hard, 
amounting to $1.7bn against 
$&9bn in the first half of 1997. 

The group said the foil in 
income had damaged earnings 
and it would consider its final 
dividend at a board meeting in 
March, by which time the 
results of the Christmas 
season would be known. 

Analysts said the drop in 
demand from Asia continued 
to damage the diamond and 
jewellery trade. “In many 
Aslan countries there is very 
little in the way of a middle 
class to buy dia monds once the 
rich have stopped spending," 
said one. 

Even in Japan, where 
demand is usually more stable, 
consumers have switched to 
buying smaller, cheaper gems. 
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Creditors block 
Alphatec rescue 


By 1M fiardacka In Bangkok 


tommy year-end, double-salary 


Alphatec Electronics, the 
ailing . Thai semiconductor 
company, was draft a poten- 
tially fatal blow yesterday 
when Thai creditors blocked a 
debt restructuring agreement 
that would have saved the 
company from liquidation. 


The plan was the first to test 
the country's new bankruptcy 
laws, introduced to help ease 
the effects of the Asian crisis 

on Thailand's industry. 

A new restructuring plan 
mustbe approved within 45 
days or Alphatec is likely to be 
the first listed Thai company 
to be liquidated since the 
Asian economic crisis began in 
July of last yeari 

The creditors' action, led by 
state-owned KrungTbai Bank, 
is a big /setback to debt 
restructuring efforts In Thai- 
land at the-beginnfng of a cnb 
dal week. On Thursday,- 148 
creditors vote an a plan to 
restructure' 3&2bn erf debt at'. 
Thai Petrochemical Industry. 

We are .very disappointed 
with the result," Alphatec 
said, adding that it was cent 
mitted to saving the jobs of Its 
1,750 employees- . ■. 

PwC, the accountancy firm. 

that dpwgned the rratructuiv 

ing plan, said Alphatec would 
inn out o£ cash, to fund its 
operations at the "end of this 
nwnth. But company 'afflcialB 
said liquidation could be 
Staved off for another month 
or so through “inventive” mea- 
sures such as not making cus- 


The rejected PwC plan called 
for Alphatec’s $373m In unpaid 
debt to be restructured into 
835m of 'new debt, 30 per cant 
of the equity in a new com- 
pany that would take over 
Alphatec's business and a per- 
formance. obligation poten- 
tially worth up to 855m. Amer- 
ican International Group and 
Investor of Sweden were to 
take an 80 per cent stake in 
the restructured company 
through a 840m injection of 
new capital Big foreign credi- 
tors indude ING Bank, Credit 
Agricole indosuez, Sumitomo 
Rank and holders- erf a 845m 
eurobond. They all supported 
the PwC plan. 

Rrung Thai said it rejected 
the plan because new capital 
would be .injected into a new 
entity rather than Alphatec 
itself. Executives fear that 
stripping Alphatec off its assets 
would hurt their ability to pur- 
sue claims against " Cham 
Uswachoke, famw chief exec- 
utive. officer, win is alleged to 
have taken BtiObn (8279m) 
from the company in 
“improper transactions”. 

Although the new investors 
had not yet walked away from 
the deal, the only feasible 
option for them was to put 
money into, a new company, 
.said John: Perrins, PwC part 
bet to charge of AJpihatec. He 
added that .the. plan kept 
Alphatec intact legally, allow- 
ing creditors to pursue rfotew 
against Mr Cham. 


National Grid in agreed 
$3.2bn offer for NEES 

UK power group may seek further acquisitions in New England region 


By Andrew Taylor ta London 
and Wfflam Lewis in Now York 


National Grid, the DE power 
transmission group, yesterday 
launched a £l.9bn (83.2bn) 
agreed cash bid for .New 
England Electric System 
(NEES), the Massachusetts- 
based electricity company. 

It was the second British 
power company In the space of 
a week to buy its way into the 
$230bn a year US electricity 
sector, which is in the process 
of befog deregulated. 

National Grid, which owns 
and operates more than 
6 ,500km of the English and 
Welsh high voltage transmis- 
sion network, offered 853.75 for 
each NEES share. It will also 
assume SL4bn of NEES debt, 
increasing the value of the 
deal to 84Jbn. The offer repre- 
sents a 25 per cent premium on 


the US co m p an y's share price 
of 843 at the market close on 
Friday. 

In early trading on Wall 
Street, NEES’s shares rose $5% 
to 8481L National Grid shares 
dipped lOttp to 488p. 

The deal was formally 
announced just a week after 
Scottish Power unveiled an 
agreed all-share offer worth 
£4^bn for PadfiCorp, the Ore- 
gon-based power company. . 

NEES owns 4,300km of trans- 
mission lines read 45,000km of 
local power distribution net- 
works supplying L3m custom- 
ers in Massachusetts, Rhode 
Island and New Hampshire. 

David Jones, National Grid’s 
chief executive, did not rule 
out a further acquisition of up 
to £500m in New England, 
where the power sector is in 
the process of consolidating. 

Boston Edison and Common- 


wealth Energy, rival Massa- 
chusetts power companies, 
announced plans to merge ear- 
lier this month. 

Mr Jones said deregulation 
of US power markets in terms 
of introducing competition was 
at about the same stage as the 
UK electricity sector in the 
early 1990s. 

Deregulation in New 
Bn gland was more advanced in 
terms at allowing shareholders 
to profit from cost savings 
rather than capping returns, 
as in many US states. 

Mr Jones said National Grid 
was ideally placed to use its 
experience of operating in an 
incentive-based regulatory 
regime in Britain to boost effi- 
ciency and shareholder value. 
He will become chairman of 
NEES 

The purchase of NEES, 
which in the nine months to 


the end of September gener- 
ated operating Income of 
S247m on sales of Sl~83bn. will 
require state and federal 
approval and is not expected to 
be completed until early in 
2000. Rick Sergei wifi remain 
president and chief executive 
officer of the New England 
company and will join the 
National Grid board as an 
executive director. 

The purchase will be 
financed by debt, reducing 
National Grid’s interest cover 
from four to three. 

Rothschild originated the 
transaction and advised 
National Grid jointly with 
Dresdner Kleinwort Benson. 
NEES was advised by Merrill 
Lynch. Dresdner Kleinwort 
Benson and HSBC Securities 
are brokers to National Grid. 
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Defence 

merger 

talks 

worry 

Germany 

By Alexander FficoO, 

Defence Gomspoatant 


Negotiations between British 
Aerospace (BAe) and General 
-Electric Company of the UK 
yesterday threatened to under- 
mine BAe’s efforts to secure a 
merger with DaimtesGhrysler 
Aerospace (Dasa) of Germany. 

German authorities were 
understood to be worried 
about a heavy British presence 
in a future European grouping 
of weapons manufacturers. 

BAe and Dasa are thought to 
have agreed many of the terms 
of a bilateral merger that 
would be the biggest move so 
far towards cross-border 
rationalisation of the Euro- 
pean defence fodustry- 

However, BAe is also 
believed to be In separate 
negotiations with GEC that 
could lead to a full-scale 
merger - perhaps followed by 
spinning off non-defence busi- 
nesses Into a new group - or 
the injection of GECs Marconi 
defence electronics business in 
a three-way deal 

BAe was seen to be playing a 
high-stakes game, seeking to 
pull off the double coup of a 
simultaneous deal with GEC 
and Dasa. However, there are 
widely differing assessments 
among the companies about 
the correct valuation of poten- 
tial partners. 

People close to Dasa warned 
that the German government 
would be unhappy with an 
Anglo-German three-way deal 
which diluted the financial 
interest of DaimlerChrysler 
below 30 per cent 

BAe and Dasa are believed 
to have agreed on BAe share- 
holders holding 60 per cent 
and DaimlerChrysler 40 per 
cent In a combined group, 
though DaimlerChrysler ’s 
voting rights could be as kuw 
as 20 per cent 

If France's Aerospatiale were 
to be involved in a three- 
nation merger with BAe and 
Dasa, dilution below 30 per 
cent would be acceptable. But 
Bonn was likely to be sensitive 
to allegations it was allowing 
its aerospace industry to be 
absorbed- into a UK-dominated 
company. 

Having joined with the Brit- 
ish government to put pres- 
sure on France to speed up pri- 
vatisation, Germany would be 
severely embarrassed if British 
industry appeared to get the 
better of it in negotiations. 
This would also undermine 
efforts to bring France into a 
full trilateral consolidation. 

The German and British 
governments are understood to 
have been kept fully in touch 
with the BAe/Dasa negotia- 
tions. These have been lengthy 
and difficult, nearly collapsing 
recently over issues unrelated 
to GEC. 

Manfred Gents, Daimler- 
Cbrysler finance director, said 
a merger between BAe and 
Dasa did not appear imminent 
Talks were relatively 
advanced, but “it would be 
premature to think we were 
dose to a deal”. 

"The situation is politically 
unbelievably difficult" be said. 


WORLD ’S LARGEST TO YM AKER ISSUES PROFIT A ND SA LES WARNING 

Mattell hit as shops cut 
back Christmas orders 


By Richard Tomkins hi How York 


Shares in Mattel, the world's 
biggest toy company, plunged 
22 per cent to 823% in early 
trading yesterday after the US 
maker of Barbie dolls warned 
that sales and profits were fall- 
ing short of expectations in the 
run-up to Christmas. 

Jill Barad, Mattel’s chair- 
man, said US retailers had 
stopped ordering toys after the 
end of November because they 
were worried about being left 
with" too much stock. 

The unexpected news sent a 
shiver through the US toy 
industry as investors worried 
about the possibility of poor 
Christmas sales. Hasbro, the 
second biggest toymaker, was 
down 5 per cent at |83ft. and 
Toys R Us, the world’s biggest 
toy retailer, was down 4 per 
cent at 817%- 

It also distracted from 
Mattel's n pnnuiymiimt ffr** ft 
had agreed to buy The Learn- 
ing Company, a US educa- 
tional software company, for 
8&8bn In stock: 

Mattel and Hasbro have 
been suffering weak sales for 
much of this year because of 
troubles at Toys R Us, which 
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Mattel 
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has been trying to improve its 
performance by cutting inven- 
tories and closing stores. 

But Ms Barad indicated yes- 
terday that the problems in 
the current quarter were not 
specific to Toys R U& Although 
retailers were "thrilled” with 
sales on Friday November 27, 
the day after the Thanksgiving 
holiday, they were disap- 
pointed with Saturday and 
Sunday sales, Ms Barad said, 
and that led them to re-think 
their buying strategies. 

"After Thanksgiving week- 
end, things just came to a 


screeching halt,” she added. 
“It didn’t matter if they would 
be out of stock before Christ- 
mas on certain fast-selling 
items. All that mattered was 
that their stock levels would 
be diminiHhPd overall." 

Ms Barad said the inventory 
reductions had cost Mattel 
8350m in lost sales and the 
company had decided to defer 
shipping of another d50m erf 
new toys that would normally 
have gone out in December 
ready for next s pring. 

The 8500m revenue decline 
would leave foil-year sales flat 
with last year's. But profits 
would be lower because it was 
too late to cut advertising and 
marketing spending in line 
with the reduced revenues. 

As a result, Ms Barad said, 
foil-year earnings per share 
were expected to fall from 
SL65 to about SL20, 33 per cent 
less than the figure predicted 
by the company in its last prof- 
its warning in September. 

Ms Barad predicted that the 
emptying of Inventories would 
open the way far Mattel’s earn- 
ings to bounce back to 8L50 a 
share next year, even without 
the expected contribution from 
The Le a rning Company. 
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people at- 
Crisp 
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111% are partnering Christine Symnnds 
and Ges Whinnore, toe entrepreneurs 

who founded Crisp Computing- the 
UKfc leading supplier of point of sale 
systems in the life and pensions industry-. 

Bringing an investment of£l 1.6 
milCon and onr own extensive IT 
industry experience; 

Helping diem speed die expansion of 
then business worldwide; 

Taking an enterprising view of tbeir 

high technology, fast growth business. 

Another British success story of 
tomorrow. 
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LUXURY GOODS FFr5bn DISPOSAL COULD SEE YVES SAINT LAURENT BRAND CHANGE HANDS 


CSFB suffers 


LVMH eyes Sanofi’s beauty business rating setback 


By David Owen in Paris and 
Mm Wltiman (n London 


Sanofl and LVMH yesterday 
confirmed they were in talks 
on Sanofi's beauty business, 
in a move that could see 
Yves Saint Laurent added to 
the latter's prestigious stable 
of luxury brands. 

The French pharmaceuti- 
cals company said it was 
talking with LVMH “regard- 
ing the disposal of beauty 
brands which are currently 
under its control and which 
include Yves Saint Laurent". 
But It added that no final 


agreement had been reached 
and that it was "not yet pos- 
sible to make any state- 
ments regarding the out- 
come of these negotiations’*. 

LVMH, the French luxury 
goods group chaired by 
Bernard Arnault, said that 
no “definitive agreement" 
had. been reached. 

Yesterday’s statements fol- 
lowed a report in Le Figaro, 
the French daily newspaper, 
suggesting LVMH had 
agreed to buy Sanofi's 
beauty b usiness for close to 
FFr5bn ($902m) plus 
FFr 1.21m In debts <$21 6m). 


Earlier this month, Sanofi. 
which is majority owned by 
Elf Aquitaine, the oil group, 

ann ounced plans to merge 
its pharmaceuticals business 
with Synthfilabo, a French 
rival. Elf should have a 35.1 
per cent shareholding and 
about 45 per cent of the vot- 
ing rights in the combined 
group. Sanofi-Syntheiabo. 

Yesterday's developments 
triggered a steep fall in 
LVMH shares, which closed 
down FFr56, or 5.2 per cent, 
in Paris at FFr1,015. 

This compared with a less 
than 1 per cent decline for 


the benchmark CAC 40 index 
and a FFr13. or 1.3 per cent, 
advance to FFr977 for shares 
of Sanofi. 

“The shares are down 
because of the shortterm 
dilutive impact that such an 
investment would have," 
said Antoine Colonna, lux- 
ury goods analyst with 
Credit Lyonnais Securities 
in Paris. 

“If you took la] FFrShn 
[purchase price], given the 
very low profitability of 
Yves Saint Laurent right 
now, the purchase of the 
whole division, would dilute 


earnings by about 5 per 

cent" 

Mr Colonna forecast net 
profits of FFriSm on turn- 
over of more than FFr4bn 
for the division In 1999. 

Another analyst suggested 
that the acquisition of the 
Sanofl businesses could 
enhance shareholder value 
at LVMH if it were financed, 
as some analysts suspect, by 
the partial sale of the French 
group's 11 per cent stake in 
Diageo, the US food and 
drinks giant This has a mar- 
ket value of about £L5bn 
($A2bn). 


However, the company 
said yesterday that with 
gearing at 62 per cent it 
would not need to sell 
Diageo shares if the pur- 
chase went through. 
• LVMH yesterday won a 
battle in its struggle for con- 
trol of ChAteau d'Yquem, 
TnaVpr of one of the world's 
finest white wines, David 
Owen, writes. The Bordeaux 
court of appeal confirmed Us 
entiy mto the winemaker's 
capital at a level of 37.48 per 
coot. 
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Tough fight ahead for Europe’s defence industry 


Rationalisation is being addressed but is a 
highly political affair, says Alexander Nicoll 


A fter years of debate 
about how it should be 
restructured, Europe's 
defence industry is finally 
moving towards - crunch 
point. The main weapons 
manufacturers are locked in 
intense negotiations which, 
they hope, will produce a 
deal before Christmas. But 
nobody dares predict what 
form it will take. 

In the US. it was relatively 
simple to slim down an 
industry fattened by decades 
of Cold War defence spend- 
ing. At the so-called "last 
supper" In 1993, the Penta- 
gon told arms contractors it 
wanted to see far fewer of 
them, and they responded 
with a rash of takeovers. 

But in Europe, it is not so 
easy. Everybody agrees 
there are too many factories. 
But rationalising them is a 
highly political affair in 
which much more than max- 
imising shareholder value is 
involved. 

The effort has been to 
structure cross-border deals 
as mergers of equals, in 
order to overcome concerns 
that national defence indus- 
tries might appear to be 
swallowed by foreigners. 

This would be suicide for a 
new European grouping, as 
it would lose the loyalty of 
individual defence ministries 
as customers. If they did not 
feel their own industry was 
properly represented, they 
would have little reason not 
to buy American. 

This approach means, in 
effect that no premiums can 
appear to be paid to share- 
holders. In mergers without 
premiums, the valuation of 
each participant is all-impor- 
tant and inevitably subject 
to dispute. 


British Aerospace CBAe) 
and DaimlerChrysler Aero- 
space (Dasa) have been dis- 
cussing for months a 
two-way merger while pro- 
fessing their desire to 
include France’s Aerospa- 
tiale when it is privatised. 

BAe and Dasa have agreed 
many aspects of a deal, 
though they still have differ- 
ing priorities. BAe share- 
holders are likely to be sen- 
sitive to the- fact that 
DaimlerChrysler stands to 
take a large blocking stake 
in the future expanded BAe 
as a result of a straight BAe/ 
Dasa merger - but that BAe 
shareholders would get no 
premium for this. 

DaimlerChrysler is, mean- 
while. concerned - with the 
German government stand- 
ing at its shoulder - to 
ensure the country's aero- 
space industry wins fair rep- 
resentation in the new 
group. From DaimlerChiys- 
ler’s point of view, the terms 
must give Germany a suffi- 
cient financial interest and 
must reflect its own status 
as one of the world's biggest 
companies. 

After difficult negotia- 
tions, the two sides are 
essentially agreed on BAe 
shareholders having a 60 per 
cent financial Interest and 
DaimlerChrysler 40 per cent 
in the new group. But the 
German side would have vot - 1 
ing rights of only about 
20 percent 

According to people close 
to the deal, this arrangement 
has been blessed at the high- 
est levels of government in 
Bonn and London 
although other issues, espe- 
cially on the management 
side, remain to be agreed. 

However, the two compa- 


Time for mergers? 
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nies are not the only players. 
The inclusion of the Marconi 
defence electronics arm of 
GEC would be an obvious 
prize in building a company 
to make aircraft and the 
systems to go in them - as 
well as the ability to be 
“prime contractor” in charge 
of systems integration on big- 
weapons programmes. 


G EC. itself undergoing 
radical restructuring, 
has been involved in 
the long-running merger 
talks - as well as consider- 
ing alliances In the US and 
France. 

To the German side, the 
potential participation of 


GEC is no surprise, but 
arouses several concerns. 
First, it risks diluting Daim- 
lerChrysler’s stake in the 
new grouping to what it 
might consider to be an 
unacceptably low stake. 

Second, a BAe/GEC deal 
would almost certainly 
: invite investigation by cam- 
] petition authorities, delaying 
a transaction involving Dasa 
for some time and making 
• the fate of Germany’s aero- 
space industry dependent on 
what happens in Britain. 
This is understood to be 
unacceptable in Bonn. 

BAe has always said it 
would be absorbed entirely 
into the European aerospace 


and defence company - a 
concept which it had a large 
part in creating. But its 
shareholders, like those of 
the other players, will have 
to be satisfied their interests 
are being preserved. . 

The stakes are high as US 
companies such as Lockheed 
Martin; Boeing and Ray- 
theon look to form alliances 
abroad to increase penetra- 
tion of export markets, 
i if 'the European industry 
does not produce groups 
with sufficient financial fire- 
power for research and tech- 
nology for future weapons 
systems, it knows the field 
will be even more open to 
the Americans. 


AETNA MASTER FUND 

Socttfe dTnvestJssefnBrt ft Capital Variable 
Registered Office: 21 avenue de la Liberia. LI 931 Luxembourg 
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CONVENING NOTICE 


CME abandons 
Polish TV stake 


THe shareholders ot the Aetna Master Fund are hereby convened to mend an 


EXTRAORDINARY GENERAL MEETING 


By Kevin Done 

East Europe Correspondent 


to be held on 28 December 1998 at 11 30a.m at the offices of Aberdeen tnveament Services S A. 21 Avenue 
de la Liberie, 1-1931 Luxembourg, with the tallowing AGENDA. 


IV To appnar& and ranty the merger proposal pubfcshedm the Memorial, Receufl dee Soctetes et Associations 
m Luxembourg and deposited wtfh me Chancery ot the Otethct Court n Luxeraboug (the 'Merger 
Proposal - ). 

21 To approve 

al me merger ol the AMF <Mth ABERDEEN GLOBAL formerly known as The Aetna Intemationel Umbrella 
Fund rAtedeen Globaf]. a Luxembourg Sod&G dlnvestlssefTient £ Cartel Venabfle wah its regslered 
oir.ce ai 21 Avenue de la Ubend, L-1931 Luxembourg by contributing; 


AMFs Fu nd 

AMF Austrian National Equty Fund 

AMF Australasian National Equity Find 

AMF BelgoniLuxembourg National Equity Find 

AMF Dutch National Equity Fund 

AMF French National Equity Find 

AMF German National Equty Find 

AMF Hong Kang National Equity Fmd 

AMF Italian National Equity Fund 

AMF Japanese National Equity Fund 

AMF Spanish National Equity Fund 

AMF United Kingdom National Equity Fund 

AMF LMed States Dollar Reserve Fund 


Aberdeen Globs! European Equity Fund 
Aberdeen Global Australasian Equity Fund 
Aberdeen Global European Equity Fund 
Aberdeen Global Dutch Eqiity Fund 
Aberdeen Global French Equty Fund 
Aberdeen Oobal German Equity Fund . 
Aberdeen SobaJ Asian Equity Fund 
Aberdeen Global Italian Equty Fund 
Aberdeen Global Japanese Equity Fund 
Aberdeen Global European Equity Fund 
Aberdeen Global UK Equty Fund 
Aberdeen Global US Defer Reserve Fund 


b) the repan or me drectore ol AMF in relation to the Merger Proposal, and 
ci the audit reports presorted by Article 266 o( the Luxembourg law on commens a l compares 
dl to accept the issue without charge ol registered shares (Class A-2 and Class B-2) without par value ol 
Aberdeen GlobaMthettewSharesT in ex chang e lor the contribution dal assets and babfttiesol AMF 
on itw basis ol the sharehoklera register on 29 January 1999 or such tarar dale as may be the effective 
dole ot the merger and a raw o I exchange corresponding to the net asset value per share ot the 
shares ot Aberdeen Global on tne effective day as compared to the net asset value per share ol the 
sharas ol AMF on the effective day as outtned n (a) above. 

3) To take rate that os a result of the merger AMF shad be wound up without Vqudaoon. that afi Its former 
shares shall be cancelled and lhal the assets and kabilties of AMF shad be deemed to be transferred to 
Aberdeen Globa on the day ol the merger, as Oerennned n Ihe Merger Proposal. 

4) To acknowledge the reagnanon of Raph Appadoo. Frederick C. Copeland Jrr„ Patrick 9unCheongPooa 
Patricia L McEachem and David W. Evans as directors of AMF with eflaa from 30th Novorter 1998 and 
to ratty the co-opting of Martin Gffljerl, Hugh Yoxig, Bev Hendry, Graeme Sinclair arid Peter Hemes as 
directors of AMF with effect tram 3(Mi Noventer 1998 


Central European Media 
Enterprises (CME), a leading 
provider of private commer- 
cial television in east 
Europe, is abandoning the 
Polish television market fol- 
lowing a protracted conflict 
with m Holdings, its local 
partner. 

The forced withdrawal 
from central Europe's larg- 
est market is a big setback 
for CME’s hopes of establish- 
ing a pan-regional network 
of television stations and fol- 
lows its expensive failure 
last year to win a national 
concession in Hungary. 

CME said it would have to 
take a $25m write-down in 
Its fourth quarter results fol- 
lowing the sale to in of its 
Polish Interests, comprising 
chiefly a 33 per cent stake in 
TVN, the Polish television 
licence holder, and a SO per 
cent stake in Federation, the 
joint venture network com- 
pany which arranged adver- 
tising and programming. 

m said that it was paying 
S50m to boy out the CME 


interests comprising SlOm in 
cash and $40m in a three- 
year convertible note. In 
addition ITI had taken over 
a $ 10 m bank guarantee from 
CME and bad assumed vari- 
ous CME programming and 
satellite obligations. 

CME, which is Nasdaq- ! 
quoted and is majority- 
owned by Ronald Lauder, 
one of the heirs to the Estee 
Lauder cosmetics fortune, 
has suffered a series of set- 
backs in the past two years 
and has had to take heavy 
write-downs on its television 
operations in Germany. Hun- 
gary and now Poland. 

The relationship between 
the two companies found- 
ered, according to CME,,. 
because the partners had 
been unable to reach agree- 
ment on TVN's “positioning 
in the Poland television mar- 
ket, on programming, pro- 
motional strategy and finan- 
cing". 

Romano Fanconi, ftwanre 
manager at ITI Management, 
based in Zurich, said that 
CME had had “unrealistic" 
expectations for the growth 
of TVN. 


Deutsche Rank, Germany's 
biggest, has expressed an 
interest in baying the cable 
television network of o.teLa r 
the telecom mnnications 
company owned by the 
industrial groups RWE and 
Veba. The bank is one of sev- 
eral companies to have 
recently approached o.teLo. 

Deutsche Bank is believed 
to have offered DM900m 
($545 mj for the network 
which is connected to 2m 
households and is Ger- 
many’s second-biggest after 
that owned by Deutsche 
Telekom, Che partially-priva- 
tised telecommunications 
company. Deutsche Bank 
declined to comment. 

DCLsseldorf-based o.teLo 
said that no decision had 
been reached on a fixture 
strategy for the cable busi- 
ness which was in a state of 
“interesting change”. It said 
there were “all maimer of 
possibilities" for the network 
fnnindtng co-operation with 
outside investors. 

Deutsche Bank's Interest 
in the o.teLo network follows 
a separate bid by the bank 
for a stake in the Deutsche 
Telekom cable business 
which is being partially 
spun-off. 

Veba has identified cable 
as an instrumental part of a 
strategy of grouping 
together various parts of its 
portfolio of businesses. It is 
considering plans for offer- 
ing consumers a single pack- 
age of services, including 
telephony, energy, television 
and internet access. 

Veba is believed to be 
opposed to an outright dis- 
posal of the cable network, 
but is open to the idea of 
re-positioning it within the 
group and brin g in g in out- 
side investors. 

The o.teLo cable network 
Is not viewed as one of the 
core activities of loss-making 
company, which made a 
poor start in the German 
telecommunications market 
following liberalisation at 
the start of the year. 

The company, which is 
expected to make lasses of 
up to DM2bn this year, has 
said it is focusing on build- 
ing up its mobile and fixed- 
network operations and 
internet businesses. 

Deutsche Telekom, which 
is being advised by NM 
Rothschild, the UE 
investment bank, has 
received expressions of 
interest from more than 20 
parties. 

Observers believe Deut- 
sche Bank is positioning 
itself to benefit from an 
expected boast in the cable 
business. 1 think they see it 
as a straight investment deal 
whereby they would hang on 
to it for a while and take 
their cut once the profitabil- 
ity of the business has 
grown," said one industry 
executive. 


The nwetog shall be vafcdty constituted aid shall wakfly decide or its agenda it at least one half of the 
rapid b present or represented Decisions w® be vatafy adapted it voted m isvour by a 75% majority ot 
ihe shares present or represented. 

The loQowng documant, ere ovadafate lor inspection by the Sharehoktere nt AMF and copies thereoJ may 
be obtained, ties c£ charge, tram 21 Avenue de la Libertt, L-1931 Luxembourg, 



Pi the text ol the Merger Proposal; 

lu| the prospectus of Aberdeen Global (only aofecfe, subsequent to regulatory approval having been 
received], 

fa'! the audited annual Repon and Accounts d AMF a 31 March 1 99a 1937 and 1993 and Us 
accounts a 30 September 199B; 

M the audited annua! Report and Accounts at 3i Decanter 1995, 1906 aid 1997 of Atadeoi Gtabfl. its 
semi-annual accoms at 3Q June 1998 and an mterni report at 30 Seprater 1998. 

M tte reports of tha directors c< AMF and ol Aberdeen QobaL and 

(uj ihe speed reports qt KFWG Audit 


We wafit your 
business. 


European 
Investment Bank 

Italian Lira 300 Bfflion 
Capped Boating Rate 
Notes due 1999 

Notice to the Holders 


Farms of proxy may be ottaned from and compteted pranas should be sera to Aberdeen inve st men t 
Services SA . ?i Avenue de la Liberte. L-1931 Linmbouig. tor the artwoan or Mr Homer. Carptefed 
proxies should be weaved a least In® bustnass days prior to the date of the Extmordrary Meeting. 


Notice is hereby given dm the 
Not re wfl ca ny an interest rate 
of 3.86297% per annum for the 
period 15.121996 to 1503.199a' 

• m_4ai62 

per rn. 5,0(X),QG0 nominal 

* m. 481 821 

per FTL 50,000,000 norm* 


The Board of Directors 


Uwmbours. December 15, 1999 
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By WBBam Halt In Zurich 


Credit Suisse First Boston's 
efforts to challenge the top 
three US investment banks 
yesterday suffered a setback 
following a decision by 
Moody's, the credit rating 
agency, to downgrade 
CSFB's long-term debt rating 
from Aa3 to Al. 

CSFB is the only Europe- 
owned investment bank to 
come dose to challenging 
Merrill Lynch, Morgan Stan- 
ley Dean Witter and Gold- 
man Sachs, the leadi n g US 
“bulge bracket” firms. How- 
ever, CSFB has less capital 
than most of its bigger rivals 
and Moody's decision could 
increase CSFB's cost of fund- 
ing. Analysts noted that 
CSFB's new ratings were not 
out of line with those of 
most of its big US peers. 

Moody’s said that the 
downgrade reflected its view 
that CSFB's investment 
banking franchise will “con- 
tinue to experience a degree 
of volatility and uncertainty 
somewhat higher” than in 
other areas of the Credit Sui- 
sse Group, its Zurich-based 
parent 


NEWS DIGEST 


TELECOMMUNICATIONS 


Koor Industries faces 


price-fixing charges 


Israeli antitrust investigators have recommended pressing 
charges against Koor Industries, Israel's biggest holding 
company, and its telecoms subsidiaries, over an alleged 
price-fixing scheme with Bezeq. the state-controlled tele- 
coms network. 

Analysts said that If the aflegations are proved, toe com- 
panies may face big class-action suits, since toe price-fix- 
ing would have affected all consumers and businesses 
that bought services. Koor dedined to com me nt. 

The antitrust announcement came before Cable & Wire- 
less took an option yesterday from Merrill Lynch, for 3 per 
cent of Bezeq next August Along with another option, 
C&W plans to lift its stake in Bezeq from 13 per cent 
today to 20 per cent next summer. 

David Tadmor, antitrust commissioner, said a year-long 
Investigation raised serious suspicions that Koor and its 
subsidiaries Tadiran and Tetrad conspired against Bezeq 
when it paid hundreds of millions of dollars for switching 
equipment between 1993 and 1996. In some cases. Bezeq 
knew it was being overcharged. Avi Mach Us, Jerusalem 


Brussels clears BP merger 


The European Commission has cleared toe merger 
between British Petroleum and Amoco after a preliminary 
investigation showed the deal would have only a limited 
impact on the EU petrochemicals market. 

The Commission, which vets afl big mergers that affect 
the EU market, said there were few overlaps in toe com- 
panies’ businesses. The $49bn merge' still has to win reg- 
ulatory approval from the US. Emma Tucker, Brussels 


METALS 


Union Miniere forecasts loss 


Shares of Union Miniere, the Belgian non-ferrous metals 
group, dropped almost 10 per cent from BFrl ,400 to 
BFr1,262 yesterday after the group issued a surprise fore- 
cast of a net loss of about BFrSbn ($59m) this year. 

Net profits for 1 997 showed a significant recovery, from 
BFr391m in 1996 to BFr3.68bn, although first-half profits 
this year were BFr81 9m. against BFrl .22 bn in 1997. 

NeB Buckley, Brussels 


BANKING 


SocGen agrees Romanian buy 


Soddte Gdndrals, the French bank, yesterday agreed to 
pay $200m for a controlling 51 per cent stake in the 
Romanian Development Bank, the first Romanian bank to 
be privatised. 

Soci&6 Generate is paying the Romanian government 
SI 35m for existing shares and is infecting a further $65m 
into the bank by buying new shares. Stefan WagstyJ 


CARMAKING 


Dutch to sell NedCar stake 


Volvo of Sweden and Japan’s Mitsubishi Motors are to 
buythe one-third stake held by the Dutch government in 
NedCar, their joint production facility at Bom in the east of 
the Netherlands. The deal, to be concluded by mid-Febru- 
ary, will together cost toe partners R 220m ($1 18m]. 
Gordon Cramb, Amsterdam 


I4IPORTMAN 

DWBUM.OINC society 




[The Kingdom of Belgium 


£150,000,000 

Floating Rue Notes due 1999 

la accordance with the Terms and 
Coodiri a ns of the Nona, notice n 
hereby ghn that tor the three 

UMUbstoom 10th December 1948 
to 9th March 1999 die Notes 
wm bear fauettn « 6.58% per 


US$400,000 
Floating me notes due 
December 1999 


The huereit amount payable per , 
£10,000 Nate wiB be £16z!z5 
and per £100/100 Now viU be ! 
£1,622.47 oa lOda March 1999. j 


to accordance with the provisions 
of life notes, notice Is hereby ; 
gWen that the rase of Merest has I 
been fixed at 4.937SX fra- dfe 
tatovstdetermtoKton period 15 ; 
December 1998 » IS June 19». 
Interest payable on (5 jtoe 1999 
wm amount to USS1496, IS per 
UStlOQAQOnoK. 
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“Although CSFB has most 
recently reduced the risk 
profile associated wUh Ua 
very large exposure to 
emerging markets - most 
notably tu Russia tuid Brazil 
- Its strategic goals and ltd 
risk-return targets will con- 
tinue to call for an extensive 
presence in riskier segments 
of global markets.” said 
Moody's. 

Credit Suisse Group. 
CSFB's parent, said that the 
new ratings did not crane as 
a surprise and welcomed the 
fact that Moody's had left 
the parent Credit Suisse 
Group's Al lung term debt 
rating unchanged. 

Moody's decision to down* 
grade CSFB comes only a 
few days after it stripped 
UBS, Switzerland's most 
powerful bank, of its triple A 
credit rating. 

• Hermann Vodlcka. 36. 
chief executive of Ciba Spe- 
cialty Chemicals, has 
resigned less than a week 
after Ciba called off Its 
merger with Clariant, its big- 
ger rival, which would have 
created the world's biggest 
speciality chemicals com- 
pany. 
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Placer agrees 
$l.lbn buy 
of GetcheU 


By Scott Morrison to Toronto 


Shares in Placer Dome {Oil 
11 per cent yesterday after 
the Canadian gold group 
agreed to a USSLibn acquisi- 
tion of Getchen, the US pro- 
ducer which has been unable 
ftilly to develop a property in 
Nevada. 

Analysts were sceptical 
about the aapasttian, argu- 
ing that Placer had offered 
Its shares as currency in 
exchange for future reserves. 
They were also concerned 
about ground conditions at 
one mine site on Getchell’s 
Nevada property. 

A GetcheU feasibility 
study had determined that 
weak rock conditions at its 
Turquoise Ridge mine would 
entail more expensive min- 
ing methods. 

However. John Willson. 
Placer Dome chief executive, 
said be was confident that 
ground conditions at the 
mine were better than the 
study had predicted. 

“Placer is mating a big bet 
- a billion dollar bet - in the 
belief that their engineering 
is better,” said one analyst 

Under the terms of the 
agreement GetcheU share- 
holders will receive 2.45 
Placer shares for each Getch- 
en share, giving sharehold- 
ers in the US company a 
23 per cent interest in the 
enlarged Placer. Mr Wfllson 
said the acquisition would 
not Improve earnings per 


share or cash flow per share 
In the shwt term. *■ 

Based on Placer Dome’s 
closing share price of 
USS14.0G, the transaction, 
valued GetcheU at USfldSbn 
or US$3145 per share, almost 
double GetcheU’s closing 
share price of USH&18 on 
Friday. Placer said it expec- 
ted the transaction to be 
treated as a pooling of inter- 
ests and be tax-free to US 
shareholders. 

Analysts did not anticipate 
that Newsumt nor Barrick, 
which own proper ti es adja- 
cent to GetcheU’s Nevada 
sites, would make a higher 


Placer is to invest 
US$230m to complete devel- 
opment of Turquoise Ridge 
and expand a ndU to double 
annual production from to 
800,000 oz of gold by 2003. 
GetcheU had planned to pro- 
duce about 400,000 oz a year 
by 20Q2. Placer said it expec- 
ted to reduce cash produc- 
tion costs from about US$230 
per ounce to below US$200. . 

Placer added it planned an 
aggressive exploration and 
development programme to 
increase reserves at' the 
property from 14.7m to 20m 
ounces by the end of 1299. It 
said it saw potential, for 
more than. 20m oz through 
further exploration bn the 50 
sq mile property. . 

Placer shares fen C$2£0 to 
C$19.30 at mid-sesstoh yes- 
terday. „ 


Oracle and Sun 
link technologies 


By Louse Katoe 
in San Francisco 


Oracle and Sun 
Microsystems yesterday 
unveiled details of a technol- 
ogy exchange agreement 
aimed at bolstering their 
efforts to compete with. 
Microsoft. 

Oracle, the database soft- 
ware leader, . and Sun. a 
leader in networked com- 
puter systems, win combine 
their technologies to create 
business computer systems 

that might, for example, he 
used to form e-commerce 
websites or corporate infor- 
mation systems.' 

The companies will mix 
Oracle's dominant database 
software with the “kernel", 
or core ftmetions, of Sun’s 
Solaris computer operating 
system. Both companies will . 
have the right to resell the 
bundled software. 

Because the systems will 
combine database and oper- 
ating system Sanctions, the 


operating system will 
become “in visible to the 
user”, the companies said. 

Through this arrangement 
Oracle and Sun aim to cir- 
cumvent competition from 
Microsoft, which is gaining 
ground in the corporate soft- 
ware market with its Win; 
dows NT operating' Systran. " 

Microsoft also recently 
launched new databasa soft- 
ware to compete with Ora- 
cle. 

Thf agreement between 
Oracle and Sun is not exclu- 
sive^ Grade may therefore 
move to reach similar agree- 
ments with other computer 
companies such as Hew- 
lett-Packard. 

novtever. Sun Is the first 
computer - company to 
endorse and participate in 
Oracle’s plans to essentially 
eliminate computer operat- 


The . companies said the 
first products of their collab- 
oration would be available in 
early 1999. . 


Petrobras wins 
finance deal 


By John Barftaoi bi S&o Pario 


Fetrobr&s, the Brazilian 
national oil company, yester- 
day signed a $L5bn project 
finance deal with a group of 
local and international 
banks, led by ABN Amro of 
the Netherlands, to boost 
output at its largest offshore 
oil field. 

The company, Brazil's 
main producer of oil and gas, 
intends to double oil output 
from its deep-water Marlim 
field, off the coast of Bio de 
Janeiro, to 50QUW0 barrels a 
day within four years. Petro- 
brfs plans to sign more such 
deftfa as the government, its 
largest shareholder, reduces 
its investment budget 

Under the agreement 
signed yesterday. ABN 
Amro, together with Banco 
Sul America, a private Bra- 
zilian hank, and a subsidiary 
of the state-owned develop- 
ment hank BNDESS, have cre- 
ated a apecial-purpose 
ror n p an y to finance the proj- 
ect. 

ABN Amro, which has a 


^percent stake in the com- 
pany. known as CompabKia 
PetroUfera de Maribn, is fo 
lead an International bond 
offering, tentatively sched- 
uled for the first half of next 
year, to finance the deal' . 

PetrohrSawill invest a fur- 
ther $884m of its own 
resources in the project, rais- 
ing total investments in the 
Marlim exp ansi o n to $2.33hn. 
The equity, investment arm 
of BNDES is to provide 
$400m in bridging finance to 
enable Petrobrfis to begin 
investing in the project 
immediately. 

Petrobras has a 39.81m, 
three^year investment bud- 
get, which will- require an 
injection of about $4.3tm 
from project finance deals 
and joint ventures with pri- 
vate companies, 

Brazil spends f4hn a year 
on oil imports and could he 
self -sufficient In five to six 
years. The government Is Hb- 
eralising the Industry, and 
analysts expect substantial 
private capital inflows into 
the sectori • 
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COMPANIES & FINANCE: INTERNATIONAL 


Giant Shell weighs up assets and tightens belt 


By-Robert Codes p 


Ask a^senta*' Rc^aJ Dutch/ 
Shell executive to identify 
the sort of investment oppor- 
tunities the Angl o-Dutch 
group has traditionally been 
drawn to< and --he would 
probably point to a' nice little 
$8bn liquefied natural gas 
plant on some remote jungle 
coast or a- massive new 
chemical complex, the more 
complicated' the better. 

- The leading international 
integrated oil companies 
have always thought in 
terms of scale. But Shell has 
been in a league -of its own 
in recent years in its bias 
towards gigantism in Its 
long-term capital expendi- 
ture budget. 

Yesterday’s radical asset 
restructuring announced by 
Mark Moody-Stuart. chair- 
man of the group's commit- 
tee of managing directors, is 
aim e d la* d e c a d e s of 
what some critics view as 
consistently ill-disciplined 
capital allocation. ' 

It Is also intended to re- 
balance the group's perfor- 
mance, with more focus on. 
short-term Improvements in 
Shell’s return on average 
capital employed - the main 
measure used by investors 
and analysts to measure the 
efficiency of big integrated 
oil companies - and less on 
long-term growth, although 
Mr ■ Moody-Stuart insisted 


that ”... we stilt have 
plenty of room for 
growth ... and remain ahead 
of the competition". 

In recent weeks City ana- 
lysts have been recommend- 
ing that Shell adopt a radical 
approach to Improving- its 
performance. The scale of 
yesterday’s plan and the Mg- 
ger-than-expected special 
charge of $4.5bn. suggests 
Mr Moody-Stuart has taken 
many such suggestions on 
board. 

raifwiwite Hag foog been a 
problem business for the 
group and it is taking the 
biggest hit, with 40 per cent 
of assets due to be sold aSL 
The- poor performance of 
many of Shell's chemical 
businesses can be traced 
back to the 1970s and 1980s, 
when ft invested heavily in 
plants aimed mainly at 
national and regional mar- 
kets. That meant Shell was 
uniquely ill-placed for the 
rapid globalisation of the 
commodity chemicals sector 
in recent years. 

. But yesterday's announce- 
ment also cans info question 
same more recent Judgments 
of senior Shell executives. 

The company intends to 
sell 50 per cent of Moutell, 
its Italian plastics business, 
even though it was only last 
year that it bought the 50 
per cent that had belonged 
to its previous partner. 
Montedison, the Italian agro- 
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industry and energy group. 

Tejas Gas in the US is' 
another example of a recent 
decision that is being 
reversed. Tejaa merged with 
Shell Oil, the group’s US 
subsidiary, last January, in a 
$L45bn deal Now Shell will 
take an after-tax writedown 
on Tejas of S500m-$700m. 
Tejas will also be restruc- 


tured and partially sold. 

Shell executives said the 
fact the recent decisions are 
being rolled back reflects Mr 
Moody-Stuart ’s determina- 
tion to deal with the 
long-term under-perfor- 
mance problem. 

The old attitude at Shell 
was “to throw money at a 
problem until it was fixed,” 


said one executive. The new 
regime will be to sell or close 
what cannot be quickly 
repaired. 

But even so both Montell 
and Tejas are implicit admis- 
sions that the present man- 
agement paid too much in 
both deals, according to ana- 
lysts. 

The restructuring affects 


virtually all of Shell's busi- 
nesses. It is in talks to sell 
its interests in the relatively 
high cost Altura onshore oil 
production joint venture 
with Amoco in Texas, and It 
wants to “restructure its 
assets” in Aera. a similar 
project with Mobil in Calif- 
ornia. The recent slide In oil 
prices means Shell will write 
down its onshore US and 
Venezuelan assets by Sl^bn- 
S2bn. 

It has also lowered the 
projected exploration and 
production capital budget to 
an average of $6.3bn for 
1999-2003, although the level 
is still higher than the 
1994-1997 average. Future 
E&JP projects must cover 
costs at $10 oil prices, and 
produce “fully satisfactory 
returns” with average prices 
of 314 a barrel. 

The 14 per cent Target for 
return on capital in 2001 will 
be achieved mainly by vol- 
ume growth - oil and gas 
production will rise by 10 
per cent and 25 per cent 
respectively - tighter con- 
trol of capital spending - 
which will be limited to 
around Sllbn a year - and 
lower unit costs, which 
should total £L5bn by 2001. 

Shell said its dividend will 
not be affected by the cut- 
backs, and share buy-backs 
will be considered “if they 
can be done in a tax efficient 
way”. 


Close to the growth opportunities. Eye-to-eye with one-of-a-kind investments. Well-versed in the art of the European deal. 
Barclays Capital offers companies and investors opportunities that only first-hand information and 300 years of financial markets 
experience can spot 

Barclays Capital was the Top Euroloan Arranger in 1996, 1997, and year to date. No other bank has financed and arranged 
more syndications in the Eurotoan market than Barclays Capital. Since January 1998, Barclays Capital has lead-managed 117 bond issues 
totalling US$30.6 billion, including 13 EURO deals worth more than 64.23 billion. 

With assets of US$416 Wilton, capital resources exceed hg US$19 billion, our AA credit rating* and an insider’s knowledge of 
the European markets, Barclays Capital is positioned to devise and execute focused integrated solutions for rts clients. 

















r> 



24 


t * 


. . - ‘ ' . 

FINANCIAL TIMES TUESDAY DECEMBER 15 1908 

COMPANIES & FINANCE: ASIA-PACIFIC 


■MimliiiiiM*""*' 


INTERNET US GROUP'S MOVE HIGHLIGHTS RAPID GROWTH AND INTENSIFYING COMPETITION IN AUSTRALIAN ONLINE SERVICES MARKET 


MCIWorldCom makes $ 323 m offer for 



By Gwwi Robinson in Sydney 

Shares in OzEmail, Aus- 
tralia's largest internet ser- 
vice provider, surged nearly 
6 per cent yesterday on the 
Australian stock market fol- 
lowing a frie ndly takeover 
bid by MCIWorldCom. 

The US telecommunica- 
tions group said it would 
offer US$2.20 a share, or 
US$322. 8m, for remaining 
OzEmail shares after acquir- 
ing nearly 15 per cent 
through a share subscription 


agreement with the Austra- 
lian company. 

OzEmail, which listed on 
New York’s Nasdaq 
exchange in 1996 and the 
Australian market this year, 
said it had Issued nearly 
21.9m ordinary shares, or 
2.19m American depositary 
shares, to MCIWorldCom. 
The Issue, equivalent to 
14J3 per cent of the company, 
was completed at US$2 a 
share or US$20 for each ADS, 
OzEmail said. 

The off er hi ghlig hts rapid 


growth and intensifying 
competition in the Austra- 
lian internet services mar- 
ket. In October. America 
Online, the world's largest 
internet service provider, 
announced plans to launch 
an Australian Internet ser- 
vice, AOL Australia, with 
Bertelsmann, the European 
media group. 

Shortly afterwards, OzE- 
mafl said it had been con- 
tracted to supply internet 
services for a large US ser- 
vice provider in the Austra- 


lian market, fuelling specu- 
lation it was in takeover 
talks with AOL 
OzEmail shares have tri- 
pled from the year’s low of 
A51.05. On Monday, they 
rose 19 cents to AJS.58. Most 
trading in the stock is con- 
ducted on Nasdaq. 

The offer also reflects how 
foreign companies are view- 
ing Australia as a strategic 
base for expansion in the 
Asia-Pacific region. 

Telecommunications 
analysts said the entry of 


large foreign groups would 
haeh»n rationalisation in the 
booming Australian internet 
services market. Companies 
best placed to survive 
growing competition would 
be large carriers, with the 
capacity to bundle several 
telecoms products such as 
telephony, data, and internet 
services into a single 
offering. 

OzEmail was attempting 
to move into telephony, but 
without further resources 
the company would remain 


essentially an internet stock 
- albeit one with a leading 
brand and market share, one 
analyst sakL 

OzEmaU’s board said it 
would make a recommenda- 
tion to shareholders after 
viewing the formal offer doc- 
uments. But three of the 
company's directors, who 
own a combined 54 per cent 
of o^gmaa, indicated that in 
the ahwgnm of a higher bid, 
they would accept the offer. 

Malcolm Turnbull, OzE- 
maii chairman and also 


chairman and' managing 
director, of US investment 
tmwir Goldman Sachs* Aus- 
tralian operations, , said an 
outright sale was just one of 
many options the board had 
considered. 

“We thought this was the 
best one, the timing was 
right, and tbe price was a 
reasonable one." 

The two other directors 
bolding large stakes are 
Sean Howard. OxE mail's 
founder «nH chief executive, 
and Trevor Kennedy, a 


former media executive. 

If the offer succeeds, 
OzEmail would become the 
Australian internet arm of 
MCIWorldCom'a UUNET 
subsidiary. 

The offer, made through 
UUNET Holdings Australia 
unit, would remain open for 
at least one month from 
early January. It 1$ subject 
to a minimum entitlement 

far MCIWoridCom of at feast 

90 per cent of OzEmail and 
Australian regulatory 
approval. 


Sumitomo takes quantitative approach 


Japan trading group is using a new technique to determine 
which of its businesses are providing acceptable returns 


The cost of cash 


By Mchtyo Nakamoto 
fe Tokyo 

The rising cost of capital is 
forcing Japanese companies 
to take a hard look at their 
businesses and make tough 
decisions about which ones 
to hang on to. 

Under pressure from a 
deteriorating market envi- 
ronment and rising debt bur- 
den. the trading house Sumi- 
tomo, for example, has 
implemented a programme 
to re-evaluate all its busi- 
nesses using quantitative 
analysis to help determine 
which ones provide suffi- 
cient returns to Justify the 
inherent risks. 

“The objective was to 
decide where it would be 
best to allocate our 
resources," says Kiyosbi 
Sunobe, manager of the cor- 
porate planning and coordi- 
nation department This is 
the first time the company 
has reviewed its overall 
operations using one com- 
mon measure. 

Although it is one of the 
more highly regarded of 
Japan's nine trading compa- 
nies. Sumitomo admits that 
only 70 per cent of its busi- 
nesses are making profits. 


In the past the company 
looked at business risk in 
fairly broad terms. "A 
high-risk business was 
expected to bring In high 
returns while a low-risk 
business was not" says Mr 
Sunobe. 

Sumitomo began by quan- 
tifying the amount of risk 


The objective 
was to decide 
where it would be 
best to allocate 
our resources’ - 
Kiyoshi Sunobe, 
corporate 
planning manager 


involved in each of its busi- 
nesses. Risk was defined as 
the maximum possible 
amount of loss involved in 
any aspect of the business. 

Risk calculations were 
made for everything from 
the credibility of their cus- 
tomers and the possibility of 


raw materials prices falling 
to the risk of holding partic- 
ular inventories. The expec- 
ted returns, defined as free 
cash flow, were adjusted by 
figuring in the risk factor. 

The exercise helped Sumi- 
tomo identify which busi- 
nesses were not providing 
sufficient returns and as a 
result, Sumitomo aims over 
the next two yean to take 
out Y200bn f$1.7bn) worth of 
businesses with low returns 
compared with tbe risks 
involved. 

It also showed Sumitomo 
that the ability of a business 
to provide good returns was 
not directly linked to any 
particular business sector. 

But not all businesses with 
poor returns will be the tar- 
get of restructuring. New 
businesses, for example, are 
bound to have low initial 
returns but may provide 
huge growth potential. 

Additionally, a business 
may not provide good 
returns on its own. but may 
be helping to proride some 
other department with 
attractive returns. “Numbers 
alone cannot determine the 
fate of a business but we will 
look at the business overall/ 
says Mr Sunoda. On the 



other hand, if the returns on 
a profitable business are not 
high enough relative to fh<» 
risks, Sumitomo will pull 
out, he notes. 

Analysts welcomed Sumi- 
tomo’s approach, which Mr 
Sunoda believes has not 
been undertaken by rival 
trading companies. “They 
suffered a rating downgrade 


by Moody’s to BBB which 
has marfa tham look disap- 
pointing In comparison to 
the higher-ranking trading 
companies like Mitsui and 
Mitsubishi." says Kota 
Nakako, industry analyst at 
Warburg Dillon Read. “This 
will help stop their negative 
position from getting 
worse," he says. 


German bank enters 
Japan state lending 


By BBSan Tett hi Tokyo 


DePfa, the large German 
public-sector bank, will 
become the first non-Japa- 
nese hank to enter Japan's 
state Lending business early 
nmrt year after receiving a 
Japanese banking licence 
last week. 

The plan highlights the 
degree to which Big Bang 
deregulation is allowing non- 
Japanese banks to penetrate 
areas such as lending to 
local government and other 
public institutions for the 
first time. 

It also illustrates how the 
financial crisis in Japan's 
local governments is encour- 
aging the central govern- 
ment to seek new funding 
sources. 

In particular, the move 
has received strong backing 
from the ministry of home 
affairs, which has become 
increasingly alarmed about 
tbe state of local authority 

At present. local govern- 
ments meet most of their 
funding needs through tax 
revenue and the issuance of 
bonds in state-controlled 
auctions. 


However, tax revenues are 
falling . In fiscal 1999 the gov- 
ernment calculates that the 
local g o v ern ments will post 
a record Y13JJOObn (SlZl.lbn) 
deficit. This will increase 
pressure to raise funds by 
other means. 

Same Japanese officials 
want local governments to 
meet these binding needs by 
towriwg more bonds In the 
traditional system. However, 
the finance ministry fears 
this will further damage 
government bond prices. 
Consequently, it is 
encouraging local 
governments to explore 
alternative sources of 
borrowing as welL 

DePfa has not yet indi- 
cated what level of business 
it hopes to create in Japan. 
However, it is keen to 
Introduce the model of 
securitisation it has 
developed in Europe, in 
which its loans to the public 
sector are funded by issuing 
securities. 

DePfa is prevented under 
German law from operating 
outside the European Union, 
except through partner com- 
panies. 

However, these regula- 


tions arc being lifted and 
DePfa hoped to moke Japan 
its main area of non- 
European operations. ThiJo 
Kbpfler, DePfa chairman, 
said. 

Nevertheless, some ana- 
lysts yesterday warned that 
it may face a difficult task In 
developing accurate models 
of credit risk for Japan's 
local governments, since the 
present system of govern- 
ment finances Is extremely 
opaque. 

Kunji Okuc. analyst at 
Dresdner Klein wort Benson, 
said: “Loans to local govern- 
ments are not risk free, 
because there are no dear 
laws about what the central 
government is going to pro- 
tect." 

DePfa, which stands for 
Deutsche Pfandbnef und 
Hypothekenbank. is the larg- 
est private European issuer, 
with annual binding volume 
of DM40bn i$24.2bn). Its 
financial lending volume 
throughout Europe is more 
than DM165bn. 

The group recorded ft 
33 per cent increase in pre- 
tax profits in the first nine 
months of its current report- 
ing year. 


PetroFina 




The Board of Directors of. PetroFina. m ee ti n g on 8 decern ber 
1998, analysed the proposed' merger between the company 
and TOTAL which was announced on 1 December. Having 
considered the strategic and operational elements of the 
transaction, the Board unanimously approved it in principle. 
Pursuant to the law, the Board will issue a formal statement on 
the Share Exchange Offer, when it will have received the 
proposed prospectus following the General Meeting of TOTAL, 
and when the pre-conditions in respect of competition policy 
wifi have been met. 

The Board of PetroFina has appointed JP Morgan and Paribas as 
financial advisers to assist it in delivering a fairness opinion on 
the proposed offer. 

The Board has called an Extraordinary General Meeting for 4 
January 1999 to consider as the only point on the agenda a 
Board proposal to distribute a gross dividend of BEF 460 per 
share, payable as from January 13. 1999. 

PetroFina S.A. Rue de 1‘lndustrie, 52 - 1040 Bruxelles 
T.VA BE 403.079 441 - R.C. BruwUes n° 227 957 



European Investment Bank 

PTE 30 BBfion Floating Rate Bonds 
due March 2005 (issued on March 15, 1995) 

PTE 30 Bttfion Floating Rate Bonds 
due March 2005 (issued on June 15, 1995) 

Notice to the Holders 

Notice is hereby given that the Bonds wil cany an Interest 
Rate of 3.305% per annum for the period of December 15. 
1998 to March 15. 1999. 

• PTE 815 per PTE 100,000 nominal 

• PTE 8,149 per PTE 1,000.000 nominal 

• PTE 81.493 per PTE 10.000.000 nonwial 

• PTE 407,468 per PTE 50,000,000 nominal 

Luxembourg. December 15, 1998 



European 
Invest m e nt Bank 

Italian Lira 350 BBSon 
Floating Rate Notes 
due December 1999 
Notice to the Holders 


Nonce is hereby given that the 
Notes wfl cany an interest rate 
of 3,10297% par annum for the 
period 15.12.1996 to 15.03.1999. 

• m 38,787 

per ITL 6,000.000 nomral 

• ITL387.B71 

per FTL, 50,000,000 nomaral 

Luxembourg, December 15. 1996 


U.S. $750,000,000 
Lloyds Bank Pic 


IMIMI 

Primary Capital Undated 
Flowing Rate Notes 
(Sedan) 

For the dx months. December 
15, 199610 June 15, 1999, 9 m 
N ote* cany an interest rate of 
£3125% peranum with a Cou- 
pon Amort of US- S2685S 
payable on Juno 15,1999. 
"rT-^trirtHioHia 


European Investment 
Bank 


m.i.ooo, ooo, 000.000 

Floating Rate Nates due 
2004 

Notes Is hereby given trial Ota 
Notes writ carry an Interest Rate 
of 3.05297% per annum tor ihe 
period 15.12.9fl to 15.03.99. 

-ITT. 38162 

par rH5.000.00Q nominal 
■ ITL381621 

per 17150.000000 nominal 


Gtoluri Agency and Ttus Services. 

Debar*. NA London 
December 15. 1998 


CfTIBANKQr 
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European Investment Bank 

Floating Rate Note® due 2DQ1 

Fw t At pert*! tom Oaeembar IS. I9» u 
IbrthlS, tSffl ihe Nowtaffl mrr, m talma 
me of 3JH3TO Mr mm tetft an 
UTSJMMW 

md UTWUB per UTMjWMHi 

The rienu tamo* mpsem dour «riB be 

Man* IE, IBB. 

AfraBafe 

n 

Banque Rumbas 


PetroFina 




Shareholders are invited to attend the EXTRAORDINARY 
GENERAL MEETING in Brussels, at 52 rue de 
ITndustrie.on January 4, 1999, at 3 p.m. (Brussels time), 
with this agenda: Payment of a dividend. Board’s proposal 
to distribute a gross dividend of 460 BEF per share. 

The meeting room will be accessible from 2.15 p.m 
onwards. Tne bearer shares may be deposited until and 
included December 30, 1998 at BBL □ GB □ CGER- 
Banque □ KBC a Banque Artesia □ Banque Nationale 
de Paris □ Credit du Nord □ Banque Int Luxembourg □ 
Banque G6n. Luxembourg 3 Commerzbank □ Deutsche 
Bank 3 Dresdner Bank □ ABN-Amro Bank □ Credit 
Suisse 3 Socfete de Banque Suisse □ Union de Banques 
Suisses □ Cnedrto Italiano □ Barclays Bank (Throgmorton 
St, London) □ Citibank N.A. (ADR Department) USA. 

The Board of Directors 


in 


The FT can help yno reach 
additional business readers in 
Ranee. Our link with the French 
business newspaper, Les Echos, 
gives you a unique recruitment 
advertising opportunity 10 
capitalise on the FTs European 
readership and to farther target 
the French business world. 

Far information on rales and 
further details please telephone: 

Toby Finden -Crofts on 
+44 171 873 4027 


cmcoRPO 


DM300,000.000 
Floating Rale Notes Dbe 
December 1999 (the ‘Notes’) 
Notlcn is hereby given that the 
Rate of interest tor Bin Interest 
Parted December IS, 1998 CO 
Man* 15. 1999 has been fixed at 
3.6075% and that the interest 
payable on toe relevant Interest 
Payment Data March 15, 1999. 
against Coupon No. 17 wft be 
□U9.02 to respect of DM1 ,0(W 
nominal of toe Notes and wfll be 
DM9O20 in respect of DM10.000 
nornind of the Notes. 


Gtobte Agency and Trust Savxxs. 
Citibank, NA London 
December *5 tOOB 


cmBANCcr 


Note of Eoriy Redemption 

The Toronto- 
Dominion Bank 
C$100,000,000 
6% Deposit Notes 
due 3 1st December Z002 
Notice a hereby given that 
pusuanc re Gondlncn 6tg) of die 
Notes, The TomnDC-Domuitan 
Bunk will redeem all of die Nora 
at dretr principal amount on [he 
next interest payment date, list 
December. 1998 when interest on 
the Mam will ceax 


Baafaemlnart 
Company; London Paring Agent 
1 5 th December, 1996 


NTT offering 
over 2.9 times 
subscribed 


By Hddyo Hakamoto 


RE S 


Residential 
Property Securities 
NoJPLC 

£150,000,000 

Class A2 Notes 
Mortgage Backed 
Floating Rata Notes 
due 2025 

Notice Is hereby gtvan that 
there will be a principal 
repayment of £3,859 per 
£100,000 Note pursuant to 
Clauses (Sj) of the Notes 
on the interest payment 
date 29th Oaeembar 1998. 
The principal amount out- 
standing an 30* December 
1998 will therefore be 
£5 5431 7 per Note. 


Greenwich Natwest 


This window 
open. 


Banking & Finance Appointments in the FT. 

For nioru infonruTtion on advertising opportunities 
pfeisc call: 

T,.H: +44 171 873 4iS3 Fa*: -44 171 873 4331 



Demand for the fourth 
tranche of NTT’s privatisa- 
tion has been unexpectedly 
strong, with the book more 
than 23 times subscribed. 

Domestic retail interest 
and European institutional 
demand ensured that thb dis- 
count was limited to 3 per 
cent, the bottom of tbe 
announced range. Tbe price 
of Y855.000, meant the gov- 
ernment will raise Y855bn 
($7.3bn) from the sale of 1m 
shares. 

The finance ministry, 
which will still own 59 per 
cent of NTT after its sale of 
a fourth tranche, is under 
pressure to raise funds to 
finance economic stimulus 
measures adopted by the 
government The Issue's suc- 
cess - in difficult circum- 
stances - is likely to encour- 
age it to accelerate the sale 
of further tranches and 
Increase their size, although 
its terms prevent further 
sales until June. The minis- 
try is committed to main- 
taining a 33 per cent stake in 
the former public utility. 

Demand in the US was not 
as high as in Japan and 
Europe, where the shares 
were 3 and 2.5 times sub- 
scribed respectively. As a 
result of strong interest 
shown among domestic 
retail investors, 710,000 of 
the lm shares will go to the 
domestic market of which 
600,000 will go to retail inves- 
tors. 

The US market will 


receive 105,000 and the inter- 
national market including 
Europe, will get 185,000 
shares. 

The joint book runners 
were Daiwa Securities, Gold- 
man Sachs and Warburg Dil- 
lon Read. 

Tbe strong appetite from 
retail investors was a sur- 
prise. Many were badly hurt 
In the second NTT share 
issue, priced, at Y2.55m a 
share In 1988 which plunged 
Y453.000 in 1992. 

“There is so much money 
around and there is no 
where fin Japan) to put it,” 
said one official dose to the 
issue. With interest rates at 
historically low levels, even 
a 3 per cent discount appears 
extremely attractive. 

Institutional investors in 
Europe have also shown a 
keen interest, reflecting a 
broader understanding In 
Europe for international 
privatisation issues, he 
said. 

Investors have been 
attracted by the prospect of 
cost cuts and higher effi- 
ciency at NTT. Capital 
spending is expected to fell 
sharply with the completion 
of its digitisation pro- 
gramme. 

Moreover, staff will be 
reduced by 20,000 over five 
years. As for revenues. 
ISDN, the digital network 
service used for Internet 
access, has seen strong 
demand, and should start 
providing substantial profits 
in one or two years, NTT 
said. 


NEWS DIGEST 


STEEL 


An Feng Kingstream 
unveils restructuring 

An Feng Kingstream, the Australian and Taiwanese steel 
group, said on Monday It had agreed with its main share- 
holders to cancel up to 435.8m ordinary shares in a corpo- 
rate restructuring. The group said the transaction would 
separate its proposed Mid-West iron and Steel project in 
Western Australia from the Taiwanese activities of the An 
Feng steel group. 

The group said the deal caHed for the cancellation of the 
shares, representing 64 per cent of current issued capital, 
and disposal of Kingstream's 92.3 per cent interest in An 
Feng Steel, it provided for An Feng to follow through with 
a take-or-pay arrangement to buy 2m tonnes of steel slab 
from Kingstream. 

Trading In An Feng Kingstream’s shares was suspended 
on the Australian Stock Exchange late last week. The 
group last month announced delays to a proposed 
A$1.5bn (US$93Qm) steel plant in Western Australia 
because of the Asian economic crisis. The planned plant 
would produce 2.6m tonnes of steel slab a year at a plant 
near the coastal town of Gersdctton. Reuters, Sydney 

CHINA 


S&P maintains watch on Itics 

Standard & Poor’s, tile US credit ratfog agency, last week 
affirmed the BB- rating on Tianjin International Trust & 
Investment Corp. an investment arm of China's Tianjin 
municipal government, but said it remained on credit 
watch with negative implications. Two other Itics, or win- 
dow companies, also remain on alert for a possible down- 
grade pending full details of Beijing's restructuring plans, 
expected in March. They are Fujian foe and Shanghai foe. 
Several Itics have run into funding problems following the 
collapse of Guangdong foe on October 6. 

S&P said aarfier that Tianjin foe was grappling with a 
^sh shortfall as it faced a December 17 debt maturity on 
J® Y 19 bn G® 85 - 4 ™) samurai bonds. But on Decem- 

ber 10 Chen Hongjiang, chief secretary of the Tianjin gov- 
ernm«7t said the bond would be paid in fuH on its due 
date. S&P said this was a positive indication, but was con- 
cerned that Mr Chen did not reveal the source of funds 
befog used to cover the shortfall, ft was also undear why 
the uan/m government was stepping In when Guangdong 
^^^ ^mment did not provide financial support to 
it3 Rfei S&P said. Louise Lucas. Hong Kong 


PRIVATISATION MOVE PRE CEDES ADR ISSUE IN NEW YORK NEXT YEAR 


Korea Telecom to be listed in Seoul 


By John Barton h Seoul 


South Korea will list 
state-run Korea Telecom, the 
country's main telephone 
operator, on the Seoul stock 
market this month in one of 
its largest privatisation pro- 
grammes. 

The listing is a prepara- 
tory move to the issue of 
American Depositary 
Receipts in New York in the 
first half of next year with 
an offer of a 13 per cent 
stake. 

Korea plans to sell another 
15 per cent of Korea Telecom 
next year to foreign telecom- 
munications companies -to 
forge strategic The 

share disposals wifi reduce 


the government’s stake from 
71-2 per cent to 33.4 percent 
by 2000. 

The move puts Korea Tele- 
com at the centre of a priva- 
tisation programme to raise 
funds and cover a budget 
deficit resulting from 
Korea’s current economic 
crisis. 

The government said It 
planned to cut 25 per cent of 
Korea Telecom's workforce, 
or 15,000 employees, and sell 
troubled subsidiaries to 
. improve profits. 

The listing on the Seoul 
bourse would involve shares 
already held .by domestic 
institutional investors, who 
acquired nearly 29 per cent 
of the group sold by the gov- 


ernment In tbe past few 
years. 

They have demanded the 
move to allow them to trade 
the shares and reap capital 
gains. 

The listing would set a 
benchmark price for the 
ADRs, which will be man- 
aged by Morgan Stanley. 
Korea Telecom shares are 
bow trading at Woa3Q.00Q 
on the over-the-counter mar- 
ket 

Foreign investors are 
limited to a 33 per cent 
stake in the group, which 
means they can acquire only 
5 per cent of the company 
to trading on the Seoul 
bourse, since the ADRs and 
foreign partner investments 


will account for the rest. 

The government decision 
not to issue new Korea Tele- 
com shares nn the Seoul 
rourse avoids a squeeze on 
liquidity in the market, a 
worry that delayed previous 
plans to list the company, 

Its large market capitalisa- 
tion means Korea Telecom Is 
expected to be regarded by 
investors as an index play 
on the Seoul bourse along 
with state-run Korea Electric 
Power (Kepey). 

Hie issue of Korea Tel* 
com ADRs has been encoui*- 
fWJd by the successful jSOOm 
issue of ADRs this month by 
state-run Pohansr Iron & 
Steel (Posco), which Is ubw 
being privatised. 
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CI G ARETTES PRODUGER POINTS TO ‘DRAMATICALLY CHANGED' BUSINESS CONDITIONS IN US AND RUSSIA 


RJR Nabisco to cut 4,200 tobacco jobs 


By Rtehard ToqMns 

in New York 


RJR Nabisco, the US tobacco 
and food group, yesterday 
announced plans to cut 
4^00 tobacco jobs - 17 per 
cent of Its global tobacco 
workforce - because of 
“dramatically changed'* 
business conditions in the 
US and Russia. 

It said that 1,300 tobacco 
jobs would go in the US 
following the tobacco 
industry's £206bn settlement 
with state attorneys-genera] 


last month. Hie cost of the 
settlement Is being passed 
tin to smokers in the form of 
higher cigarette prices. , and 
RJR said it expected this' 
to result in lower- US 
sales. 

Another 2J00 jobs' wifi go 
in - Russia and other 
Commonwealth .of 
Independent States, where 
sales of -RjR's brands have 
suffered a steep decline amid . 
the region's recent economic 
upheaval. 

RJR also announced: a 
second - phase ' of 


restructuring in its 80 per 
cent owned' Nabisco food 
subsidiary, concentrating on 
the international side of the 
business. 

It said total charges for the 
tobacco and > food 
reorganisations would be 
SHflm after tax and minority 
Interests In ■ the fourth 
quarter, or $1.07 a 
share. 

Last year, it reported 
fourth-quarter earnings of 87 
cents a share. 

RJR, which makes 
■ Winston. Camel and Salem 


cigarettes, is the biggest 
tobacco company in the US 
after Philip Morris, but it is 
relatively weak because of 
the debt it incurred through 
Kohlberg Kravis Roberts's 
$25bn leveraged buy-out in 
1988. 

Analysts predict that it 
wOJ eventually break itself 
up, now that the US tobacco 
industry has got through the 
worst of the anti-tobacco 
litigation. 

Yesterday RJR said it 
expected price competition 
to get tougher in the US 


following recent price 
increases to pay for the 
tobacco settlement RJR and 
Philip Morris put their 
prices up by 45 cents a pack 
on November 23. 

“We are taking the steps 
necessary to ensure that 
RJR is competitive in the 
domestic market." said 
Andrew Schindler, chief 
executive of RJ Reynolds 
Tobacco, RJR’g US tobacco 
subsidiary. 

RJR plans to concentrate 
US tobacco manufacturing 
at its Tobaccoville plant in 


Winston-Salem, North 
Carolina, indicating that the 
nearby Whitaker Park 
factory will dose as volumes 
continue to decline. 

Plants are also expected to 
close in CIS countries, but 
RJR declined to say where 
they would be. 

The food business 
restructuring follows 
reorganisation of Nabisco's 
poorly performing US 
operations, which brought a 
charge or $406m and S118m 
in restructuring expenses 
earlier this year. 



at Goldman 


By Tracy Corrigan and 
WBBam Lewis in New York 


Goldman Sachs yesterday 
reported fourth-quarter earn- 
ings of less than a fifth of 
what -they had been In the 
previous year, but reiterated 
its intention to take’ the part- 
nership public when market 
conditions allow. 

Pre-tax earnings in the 
final three months of the 
financial year fell to $i07m, 
compared with $567m the 
previous year. 

John Tbain, Goldman’s 
chief financial officer, said 
the fall in fourth-quarter 
earnings reflected “the 
extraordinarily difficult busi- 
ness environment in which 
Goldman Sachs operated this 
fall". 

Goldman's revenues for 


the period were $8i5m -and 
expenses were |808m. All 
Goldman earnings are stated 
before .payments to partners- 

Despite the weakness of 
the quarter’s earnings, one 
analyst said; “Given what 
the rumours were, this is 
good news.” - - •:•••- 

Bank Paulson, co-chair- 
man. said earnings for the 
year, at $2.92bn . compared 
with $3.014bn in 1997, were 
“pretty good”. • “We have 
never done better in mergers 
and acquisitions and were ..a 
leading manager of equity 
offerings.” 

Since - the -year-end on 
November 27, there had been 
“pre tty favourable signs In 
the last couple of weeks”, he 
added. 

. Jon Corain e, co-chairman, 
reiterated GoMman’s. “strong 


intention and desire" to go 
public, but declined to dis- 
cuss the timing 1 of the offer- 
ing. 

In September, the US- 
based Investment bank pul- 
led its planned public offer- 
ing, citing the volatile state 
of global financial markets 
and the disproportionately 
negative impact on the. 
financial services sector. 

Analysts have said Gold- 
man probably needs two suc- 
cessive quarters of strong 
earnings to lay the ground- 
1 -work for a successful public 
offering.' 

■ Oven ammmlng good first 
and second quarters in 1999, 
thia would make an offering 
unlikely before September. 

However, some believe the 
.recent improvement in valu- 
ations .in the -brokerage sec- 


tor may enable Goldman to 
come to the market sooner 
than that. 

“The stocks have bad a 
nice recovery from the bot- 
tom. They are looking pretty 
close to fairly valued r ight 
now," said one analyst. Mer- 
rill Lynch, for example is 
currently trading at around 
2'A times book value. 

On that basis, Goldman, 
with a book value of $6J3bn 
as, of the end of November, 
would currently be valued at 
about Sl€bn - considerably 
below early valuations of 
nearly $30bn which were 
circulating earlier this 
year.' 

People close to the firm 
said that while the cost 
structure of Goldman was 
- being renewed, there was no 
plan for systematic job cuts. 



Hank Paulsons ean^ngsior the year *pr«Uy good* 


DirecTV agrees $1.3bn satellite acquisition 


By Christopher Partes 
in Los Angeles 


DirecTV is to buy. US 
Satellite Broadcasting for 
$1.3bn in a deal that will 
give it more than 60 per cent 
of the fast-growing US mar- 
ket for direct- to-bome televi- 
sion services. 

The agreement announced 
yesterday, marked, the 
Hughes Electronics subsid- 
iary's response to EchoStar’s 
recent 31-5bn acquisition of 


News Corporation's satellite 
business and worsens the 
prospects for Primes tar, 
the only other significant 
rival. 

It will increase DirecTV’s 
capacity to about '210 digital 
channels, compared with the 
500 available to EchoStar on 
completion of its News Corp 
purchase, and may spur fas- 
ter' in vestment in digital 
upgrades among cable- TV 
companies. 

Satellite TV services with 


high-quality digital pictures 
and hi-fi sound, have been 
available in the US for about 

four years.-- 

Growing at about 25 per 
cent a year, they represent 
cable’s only significant 
competitors. 

Even though their 10m 
subscribers account for only 
10 per cent of the market, 
they represent a' potent 
threat to cable because their 
customers are typically bet- 
ter-off-andbuy. more -pay-per- 


view programmes, the most 
profitable segment of the 
subscription television busi- 
ness. 

PrhneStar. set up as a foil 
against satellite competitors, 
is owned by a consortium of 
cable operators, and has 
found its efforts to expand 
by acquisition blocked by 
.federal regulators. 

Eddy Hartenstein, presi- 
dent of DirecTV, said yester- 
day the acquisition would 
increase its subscriber total 


to 6.3m. allow it to launch up 
to 20 Spanish language chan- 
nels, and predicted the busi- 
ness would break even 
around the second quarter of 
next year. 

Although DirecTV is still 
adding more than 100,000 
subscribers a month, 
profits have been slow to 
flow partly because of 
the aggressive price- 
cutting tactics deployed by 
EchoStar. 

USSB, which uses the 


same satellites as DirecTV, 
was set up in 1961 as the 
first high-power DTH pro- 
vider using small dishes, and 
has never been profitable. Its 
founder. Ron Hubbard, will 
retire when the transaction 
is complete. 

USSB shareholders are to 
be offered stock in Hughes, 
which is owned by General 
Motors, or $14.44 a share in 
cash, which represents a 
50 per cent premium over 
Friday’s closing price. 


Microsoft buys 
into broadband 


telecoms group 


By Louise Kahoe 
in San Ftancfcco and 
Richard Waters in New York 


Microsoft yesterday unveiled 
a $200m investment in 
Qwest, one of a new breed of 
US broadband telecommuni- 
cations networks, as part of 
a move to extend Us reach 
into the world of e-commerce 
between businesses. 

Though representing less 
than 1.5 per cent of Qwest, 
the investment could mark a 
significant link with a com- 
pany that has set out to 
become one of the leading 
carriers of internet traffic. 

The link provides a plat- 
form for Microsoft’s Win- 
dows NT Server operating 
system, which the two com- 
panies said would be used to 
support a broad range of 
business-to-business e -com- 
merce and web hosting ser- 
vices on Qwest’s network. 

The investment is not the 
first made by Microsoft in a 
telecoms company: it already 
has a sizeable stake in MCI 
WorldCom, thanks to an ear- 
lier investment in UUNET, 
the internet carrier that was 
absorbed by MCI in 1996. 


While that represented a 
passive investment, the 
stake in Qwest reflected a 
more active, strategic rela- 
tionship, said Thomas Roll, 
vice president of internet 
customers at Microsoft. 
Qwest’s 18.500-mile US 
national broadband network 
is scheduled for completion 
by the middle of next year. 

The Microsoft investment 
will be used to build web- 
hosting facilities and 
develop a range of services 
that the two companies said 
would generate SI 50m of rev- 
enues in the first two years. 

Microsoft said it would 
license a range of its soft- 
ware products to Qwest and 
would pay $45 a share for its 
small stake, a modest pre- 
mium over Friday's dosing 
price of $43,375. 

For Microsoft, the deal rep- 
resents an opportunity to 
prove the ability of Windows 
NT to support large-scale 
systems handling large 
quantities of data. The soft- 
ware company's competitors 
- in particular Sun Micro- 
systems - have claimed that 
Windows NT is not well 
suited to large-scale systems. 


US card venture 


By John Authors in New York 


First USA. the credit card 
division of Banc One. yester- 
day announced a joint ven- 
ture with GE Capital, the 
financial services arm of 
General Electric, in a reshuf- 
fle of business which contin- 
ues the strong consolidation 
trend in the US credit card 
market. 

GE Capital will sell its 
S2Jbn in Visa and Master- 
Card receivables to First 
USA. which specialises in 
direct consumer marketing, 
while GE mil be the lead 
partner in a joint venture 
between the two companies 
to produce “own label” 
credit cards for companies, 
such as large retailing 
groups. 

This is a business where 


GE Capital is far bigger than 
First USA, which will con- 
tribute $1.6bn in receivables 
to the joint venture. The 
deal does not affect GE Capi- 
tal's consumer credit card 
operations outside the US. 

In a final deal between the 
two companies. First USA 
will launch a “co-branded” 
General Electric Visa and 
MasterCard product, which 
will be marketed directly to 
the General Electric's large 
customer base. 

First USA was bought by 
Banc One last year for 
$7.3bn, and already had 
$53-4bn in Visa and Master- 
Card receivables before yes- 
terday's deaL 

Neither company was pre- 
pared to reveal the price 
which had been paid for GE 
Capital's receivables. 
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A little bird told me that 
the Environmental Management System of 
CVRD’s iron and manganese ore mines at Carajas 
has just received the ISO 14001 Certification. 


- ‘ : 





. -The -Ac lei toucan, a 
native bird of the Amazon 
Rainforcst at.Garajfc, has a 
fascinalingialetotelb I-.- 
In 19S0, Companhia Vale 
do Rio Doce.r- CVRD -Invited 
frazil's leading environmental 


' scientists to prepare the guidelines for 
Impfeoentinglhe carajas Project with: 
' the least possible ecological impact, one 
of the first m the mining sector anywhere 


to take that kind of care. And the world won- 
' dered if that would be possible since It involved 
open-pit mining operations in the heart of the. 
. Amazon Rainforest Time has shown that it 
. could be done and Carajas has become an 
international benchmark for the relationship 
between economic development and environ- 
... mental conservation. 

.. Now Carajas has reached an even higher 
stager the Environmental Management System 
of CVRD’s iron and manganese ore mines at 


Carajds received the ISO 14001 certification, 
awarded by Del Norske Veritas - DNV. 

In order to maintain its status as the world's 
largest iron ore exporter, CVRD has always been 
very competitive. The environmental quality of its 
activities, products and services is an increasingly 
important factor to assure its international 
success. That is why its Environmental Management 
System is being integrated with the ISO 9002 Quality 
SySOTthrougborntte 

As pioneer in the implementation of ISO 


14000 standards, CVRD coordinated the Brazilian 
participation on the ISO Technical Committee . 

Now that the Ariel toucan has told you the 
whole story, facts that CVRD is proud to present, 
proving to the world that major economic 
activities are compatible with the preservation 
of the Amazon Rainforest, please pass it on. 



Companhia 
Vale do Rio Doce 
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COMPANIE S & FINANCE: UK 

MEDIA MAGAZINE PU BLISHING GROUP KEEN TO CONCLUDE DEAL QUICKLY AN D BREAK INTO US MARKET . . 'TflTTria.cV 

Emap holds bid talks with Petersen talks with 


By John Capper, 

Media Editor 

Emap. the magazine 
publishing group. Is close to 
achieving its long-held ambi- 
tion of breaking into the US 
market by acquiring Peter- 
sen Companies, the pub- 
lisher of magazines includ- 
ing Teen and Guns & Ammo. 

Emap yesterday said it 
was holding talks with 
Petersen on a recommended 
offer. The company, which is 
being advised by the UK 
investment bank Schraders, 
is thought to be hurrying to 


Rutland 
to adopt 
investment 
trust status 

By David BfadmeJJ 


Rutland Trust, the 
turnround specialist that 
hinted at a restructuring in 
September, is to become an 
investment trust. 

The group Is also planning 
to raise £200m ($332m) of pri- 
vate equity through Donald- 
son, Lufkin and Jenrette 
Securities of the US over tbe 
first half of next year. That 
will be added to tbe £100m of 
cash held by Rutland follow- 
ing the Cliam sale this year 
of Thamesport, the Isle of 
Grain container te rminal , 

Michael Langdon, chief 
executive, said the group 
would carry on doing what it 
had always done - turning 
round businesses that had 
run into trouble. But the 
decision to transform the 
group into an investment 
trust would enable it to 
carry out a greater number 
of deals in its preferred £15m 
to £80m range. 

Under the proposals, Rut- 
land will have £300m to 
spend on deals. Borrowings 
could double that to £600m. 

Yesterday the remainder 
of the group's Ben Shaws 
water and soft drinks busi- 
ness was sold, for £21.7m to 
Chaudfontaine. the Belgian 
mineral water group. The 
shares fell 2p to 52p. 


conclude a deal as rapidly as 
possible. 

It would not give further 
details. But Emap shares fell 

7 per cent to dose 74p down 
at £10.50 on a report on Dow 
Jones New swlres that Emap 
was about to make an offer 
valuing Petersen at Si.ibn. It 
said this would be partly 
financed by a rights Issue 
that could raise about S370m. 

Analysts expressed con- 
cern at the possible price, 
which at $34 a Petersen 
share would be a 48 per cent 
premium to the Friday clos- 
ing price of $23. A deal 


would fulfil the hopes- of 
Kevin Hand, who became its 
chief executive earlier this 
year, of expanding Into the 
US to complement its 
operations in the UK and 
France. 

Petersen, which was 
founded in 1948 by Robert 
Petersen, a hot-rod racing 
enthusiast, has a strong sta- 
ble of vehicle titles including 
Hot Rod and Custom. Teen, 
which is read by teenage 
girls, .sells 1.7m -copies a 
month. 

Emap first took at interest 
in Petersen in 1996, when the 


company was sold for S463m 
to a group of investors 
headed by Willis Stein & 
Partners, a private equity 
firm. The company was 
floated last year at $17.50 
a share. 

Meg Galdens. a Merrill 
Lynch analyst, said the stra- 
tegic fit between the busi- 
nesses appeared to be sound. 
But she was concerned at 
the reported price and the 
level of competition In US 
consumer magazines. 

Mr Hand has been keen to 
exploit some of Emap's suc- 
cessful UK brands overseas. 


and talked to US publishers 
earlier this year about pub- 
lishing an American version 
of FHM, its topselling mat’s 
magazine title. 

The group owns radio sta- 
tions and industry trade 
magazines, but is best 
known as -the leading con- 
sumer magazine publisher in 
the UK- 

Petersen, which is thought 
to be advised by Morgan 
Stanley Dean Witter, has 
been expanding rapidly since 
it was floated last October. 



Esprit lists in London this week 



Heinz Krognen seeking a single image 


By A&son Smith 

Esprit, the fashion brand 
and retailer, Is due to list on 
the London Stock Exchange 
this week, with dealings 
expected to begin on Thurs- 
day. It is seeking the second- 
ary listing - the primary 
quotation is in Hong Kong - 
to raise its profile with Euro- 
pean investors and broaden 
its shareholder base. 

However, the move is also 
seen as enabling the com- 
pany to emphasise its inter- 
national credentials ahead of 
moves to forge a closer link 
with the Esprit company in 
the US. in which it holds a 5 
per cent stake. While the 
shape of any new relation- 
Tany Andrews ship is not yet clear, a deal is 


likely to be agreed within 
the next couple of years. 

““However we do come 
together, it is quite natural 
that we should do so,” said 
Heinz Krogner, European 
chief executive. “We are an 
international brand, and we 
need a single image." He 
believed the financial insti- 
tutions which own most of 
Esprit in the US would want 
to sell at some point 
European markets 
accounted for just over 60 
per cent of sales this year, 
and Asia for 27 per cent In 
the year to June, turnover 
was HK$5.09bn (5649m) and 
pretax profits HK3346l7&l 
No new finals are being 
raised. ABN Amro Roths- 
child is sponsor ami broker. 
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Talks to forge a £l.Sbn 
(S3bn) merger between Tar- 
mac and Aggregate Indus- 
tries broke down unexpect- 
edly yesterday after the two 
sides fell out over the man- 
agement structure of the 
combined group. 

The collapse of the negoti- 
ations is likely to increase 
the' vulnerability of both 
groups to take over. 

The deal, which was in the 
final stages of negotiation 
and would have created one 
of Britain’s largest building 
materials companies, would 
have seen Tarmac's chief 
executive. Sir Neville 
Simms, becoming non-execu- 
tive c hairman of the new 
group. He would also have 
been cochairman with Peter 
Ton, Aggregate's chief exec- 
utive, of the integration com- 
mittee that would have over- 
seen tbe merger of the two 
businesses for the first six 
months. 

However, Aggregate Indus- 
tries was yesterday under- 
stood to have demanded that 
Tarmac choose an alterna- 
tive nonexecutive chairman 
for tbe new group and that 
Sir Neville should not sit on 
tbe integration committee. 
This would have left Aggre- 
gate Industries in control of 
tbe -committee with three 
out of five representatives. 

Feta 1 Tom: "We felt (Sir 
Neville Simms] wanted to 
take a more active role in 
the integration committee 
than a non-executive chair- 
man usually would" 

Tbe deal, which would 
have underlined consolida- 
tion in the building materi- 
als industry would have 
been structured as a nil-pre- 
mium merger with neither 
side paying a premium for 
control. The first approach 
came from Sir Neville In the 
summer with formal talks 
beginning about four 
months ago. 

Tarmac said it would pur- 
sue "other options” but 
declined to elaborate. A 
demerger of the construction 
division might be possible.. 


COMMENT 

Merger accounting 

merger. Omnicom *£ £346m bid Tor Abbot i M»?ad Vi Kto* JMhe . 

sixth USjUK takeover, in recent MtfKW ? 

cooling for US accounting purposes. I nder thw treatment, 
companies avoid having to capitalise and then anwUae 
goodwill against their profits - thus uvokUiw j hit to earn- 
tegs. Had Omnicoin’s deal been treated as a simple acquis! 
don. the US advertising group would have needed to writ* 
off about S580m oT goodwill, albeit over «. y«*n* - 

US domestic mergers have been accounted fur IHtar iftfci for 
years. The feet that pooling has spread t a transatlantic deals 
appears to level the playing field for US acquirer*. These 
have complained for years that UK predators can buy ta the 
US and write-off goodwill against reserves in one go - 
bypassing profits. The irony is that UK accounting rutea are 
changing to make most UK acquirers amort W goodwill over 
20 years. It is also more difficult to have a deal defined at a 
merger under UK accounting rules. ■ - - • 

Pooling is, in any case, not a panacea. The transactions 
are complicated to structure. No large disposals or share 
repurchases can be made far two years. .And. once the deal 
has happened, there is risk of UK shareholders wanting to 
hold US paper, with their sidling depressing the US buyer’s 
share price. The biggest potential snag, however, is that US 
regulators are seeking to outlaw (or at least restrict) pooling 
in the next few years. That is a good ictai. U would standar- 
dise acquisition accounting uniter a single set of purchase 
accounting rules. And it would force managers, analysts and 
investors to look through goodwill charges to what really 
matters - the company's cash performance. 

The idea of abolishing merger accounting is also being 
pursued by a group of national regulators. Applying the 
<nmp rules to all deals would remove cosmetic distortHms of 
earnings. It might also make managements come clean In 
so-called "mergers of equals" about who is tup dug. 

As for profits, the trend In cross-border comparisons is 
towards looking at ebitdn figures learnings before interest, 
t-ov depreciation and amortisation!. To improve transpar- 
ency, the standard setters shuukl also suggest that deprecia- 
tion amortisation appear on the face ui the profit and 
loss account 


Schwab is first 
with online dealing 


V : ,. 




By James Mackintosh 

Charles Schwab, the US 
stockbroker, has won tho 
race in the UK to be first to 
offer customers a fully-auto- 
mated online dealing system. 

Stock trade, part of B re win 
Dolphin Bell Lawrie. the UK 
broker, thought it had won n 
fortnight ago when it 
launched its own online ser- 
vice. However, its customers 
will not have their accounts 
activated until tomorrow, 
while Schwab yesterday 
switched users from its 
existing online system - 
which requires human bro- 
kers to execute the order - 


to the new service- 

Barclays Stockbroker*, the 
largest execution-only (ho- 
advice) broker, expacts , to 
finish testing its system 
early next year, and 
E*Trade. the US pioneer of 
online dealing, plans to 
launch a UK joint venture 
about the same time. 

Automated dealing is com- 
mon in the US. where more 
than one in three trades goes 
through the internet or 
voice-recognition telephone 
’ systems. As a result, dealing 
prices have fallen sharply. 
Tbe UK lags behind on tech- 
nology and has higher deal- 
ing prices. 


Season's Greetings 

We have decided to send fewer Christmas cards this year 
and to make a donation to the British Red Cross instead. 

We hope that our clients and friends support our 
decision and that others will join us in future years. 


+ 


In aid of 


British Red Cross 



MORRIS 

CRISP 



MORTON 

ROSE 



Norton Rose 


We provide impartial 
humanitarian 
assistance and 
welcome volunteers 
and supporters of all 
faiths and of none. 
We are trained and 
skilled in responding 
to any scale of 
emergency. We care 
for people in need 
and in crisis around 
the world and in your 
local community. 
Generous 

contributions from 
companies and 
individuals enable us 
to continue to carry 
out our work. 
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COMPANIES & FINANCE: UK 


Acorn to 
drop its 
computer 
brand 

By Christopher Prfca 

Acorn is to change its name 
and stop supporting the 
Acorn personal computer 
brand, in a step towards end- 
ing its 20-year involvement 
in the UK PC market. The 
company intends to focus on 
digital television and -design 
services. 

Underlining the move, 
Acorn will today announce it 
has recruited a seven-strong 
team of design engineers 
from ST Microelectronics to 
set up a £2m microchip 
research centre in Bristol. It 
will develop chips for 
Acorn’s digital TV business. 

“We have decided to «dt 
PC development because it is 
not economically sustainable 
for us.“ said Stan Boland, 
appointed chief executive in 
June with a mandate to 
restructure the company. 

Acorn’s PC sales fell from 
£&5m to £3m (SSm) in the 
first half of the year. Mr 
Boland said that PCs would 
now only be produced for 
specific orders. 

The decision to change the 
Acorn name and allow the 
brand to decline is a decisive 
move by the group, which 
has not made a profit since 
1993 and has seen its share 
price fall sharply. 

Acorn was one of the first 
PC manufacturers in the UK. 
producing the BBC Micro tor 
the educational market in 
the 1970s. It retains a role In 
the schools and college mar- 
ket with its 50 per cent share 
of Exemplar, a Joint-venture 
with Apple Computer. The 
company is in discussions 
with a consortium of Acorn 
dealers in the UK about. how ■ 
to support the estimated 

15.000 Acorn PC users. - 

Mr Boland plans to sepa- 
rate the operations side of 
the company from its 24:8 
per cent interest in ARM. 
the embedded chip group. - 

It is understood the com- 
pany has won a preliminary 
order from a European tele- 
communications group for 

10.000 set-top boxes for use 
in digital television. A simi- 
lar-sized ' order ' was 
announced in October from' 
a Canadian media concern. 

The new - name for • the 
company • will .be announced 
early next year . / 

Acorn shares,,; which, 
peaked at more than SOOp in 
1996, were unchanged at 85p. 


Expansion, expansion, expansion, the clarion call to rouse GKN 


Peter Marsh- charts the progress of the acquisitive engineering 
group under its. entrepreneurial chief, executive, CK Chow 


L ast- week analysts asked 
CKChow, chief execu- 
tive of GKN, the . UK 
engineering company, about 
the “synergies" between Its 
most recent acquisition and 
other parts of the business. 
Mr Chow answered cheer- 
fully that there were very 
few. 

Mr Chow thinks “synergy " 
is an overused word. He is 
much keener on deals that 
by their own merits open up 
expansion -possibilities for 
GKN. based around the com- 
pany's main areas , of -aero- 
space, specialised vehicle 
components and industrial 
services. . 

Last week’s £3S5ra ($5S6m) 
acquisition of Interlake, a US ' 
metals and aerospace com- 
pany. brought to £l-2bn the 
value of purchases made by 
GKN since the Hong Kong- 
bom entrepreneur took over 
the top job In January 1997. 

The company's growth-ori- 
ented approach stands out 
against the gloom which has 
enveloped much of the UK 
engineering industry, hit in 
the past IS months by the 
strong pound and the global 
economic slowdown. But Mr 
Chow, who came to GKN 
after 20 years with BOC, the 
gases group, has little 

Misys in 
$60m US 
purchase 

By Christopher Price 

Misys yesterday, moved to 
strengthen its postion in the 
expanding market for credit 
and risk management soft- 
| ware with a 360m cash offer 
for C-ATS Software of the 
, US. 

The UK’s biggest listed 
computer services and soft- 
ware company already owns 
a "London-based credit risk 
software group. • - 
C-ATS, based in California, 
specialises in risk .manage- 
ment products that enable 
institutions to prepare fore- 
casts on their exposure -to 
markikj- credit and ‘liquidity 
risk. 

- . C-ATS lost 32.6m (31.5m) 
last .’year on revenues 
amounting to $l&5m (Slim). 
At September 30 it had net 
assets of. 319.4m, including 
net caShat-l&OAm. - 
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The new Weekly Petroleum Argus 

Petroleum Argus 


^46.400'Himn: 


(f vou would like to advertise, or require any 
’ funner information, please contact. 
Sherie Donovan 

Tel: 0171*873-4928 Fox: 0171-873-4296 


patience with talk - of 
retrenchment. 

Late last year he set out 
his goal of expanding CRN’s 
annual sales, then E&3bn. by 
40 per cent over the next five 
years. “We are on track." he 
said, after completing this 
week's deal. 

Highlights of the moves 
Mr Chow has made since 
taking up his Job include: 

• Six separate purchases 
that have made GKN the 
world’s biggest maker of 
ixjwdered metal components, 
a fast growing area of the 
automotive Industry, partic- 
ularly in the US. which pro- 
duces light, strong parts. 

-• A Joint venture in Japan 
'with Toyoda Machine 
Works, part of the Toyota 
group, to sell constant veloc- 
ity joints (used on wheels) 
tor cars, an area in which 
GKN is the world leader 
with an estimated 36 per 
cant of the market. 

• An agreement to group 
CRN’s Westland helicopter 
division with Agusta of Italy, 
another large helicopter 
maker, in a venture likely 
also to be joined by Bell 
Helicopter at the US. 

• A merger of GKN's 
defence arm with Alvis. 'a 
UK 1 maker of armoured 


vehicles, to create one of the 
biggest manufacturers of 
such vehicles In Europe. The 
merged business is part of a 
consortium working on a 
£3bn contract to supply a 
new generation of “battle- 
field taxis" to European 
armies. 

• The purchase of SKP, a 
German waste-handling com- 
pany, which will fit into 
Cleanaway, GKN's industrial 
services arm, which it runs 
aB a joint venture with 
Brambles of Australia. 

• Six acquisitions of mainly 
small aerospace structures 
businesses, building up 
GKN's activities in making 
specialised parts such as 
components for space and 
aircraft engines. 

• Purchase of minority 
interests in GKN’s constant 
velocity joint , businesses in 
South Korea and Thailand. 

Mr Chow says he is still 
looking to add to GKN’s 
portfolio within its existing 
activities. He and his col- 
leagues are looking at 
“about 30" possible deals. 
Most of the ideas for new 
acquisitions are brought to 
him by GKN’s business man- 
agers rather than invest- 
ment bankers - a sign of the 
“expansion culture" he is 


attempting to inculcate 
within the company. 

' Mr Chow says: “No one 
can save their way to pros- 
perity. Businesses of course 
must look to increase pro- 
ductivity and cut costs. But 
doing this is not enough. 
Companies must grow [sales 
volumes! to be healthy." 

So tor. the UK stock mar- 
ket has warmed to Mr 
Chow’s strategy, which has 
delivered higherprofits as 
well as revenue growth. The 
company recorded a 13 per 
cent increase In interim pre- 
tax profits to £230m. on sales 
up 6.7 per cent to flJSbn. For 
the full year, analysts expect 
pre-tax profits of about 
£460m. rising to £500m next 
year for a forward pie of 
about 14. well above the rat- 
ing for most UK engineers. 

Since Mr Chow took over, 
GKN’s shares have risen 28 
per cent compared with the 
rest of the stock market, 
while in the same period the 
engineering sector has 
underperformed the market 
by 34 per cent. 

Looking further ahead, Mr 
Chow sees few impediments 
to continued growth of the 
existing businesses, which 
last year gained 70 per cent 
of their revenues from 
Europe. He wants to reduce 
this to about 50 per cent by 
increasing activity In Asia 


Pre-tax profib ifmi 
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CJt Chow, efttef eracutive 

Sales Of business 1897 (£m) 


i biduana) services 
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Scout OttrareatKV. BBS: cunpoai 

and North America. Adding 
Interlake's sales of some 
$5S0m to GKN's turnover 
will push up its proportion 
of revenues from the US 
from about 15 to 20 per cent. 


■ Fas BaB - hd |es csnsanaic (ontaa 

The large amount of 
GKN's sales going to auto- 
motive companies could 
cause problems. But even 
here Mr Cbow is characteris- 
tically upbeat: he thinks 


Aerospace 
& special 
vettdes 


margins in vehicle compo- 
nents will be protected by its 
pole position in cv joints, 
where it wants to push its 
global market share to 40 per 
cent over the next few years. 
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On January 4th, 
Chase will know something 
you’ll need to know. 
Where your €uros are. 


.Whether you’re investing, financing, trading, settling or safekeeping in euro, Chase 
- - is the first financial institution in the world to deliver a one-stop euro solution globally 
ChaSe has developed the technology and client service capability 
to setde euro and ‘in’ currencies via our Frankfurt payments 
hub. If you’d like to know more about Chase’s euro solutions, 

.contact your relationship manager or the EMU Project Office on 44 171 777 2600. 


Standard Settlement Insuuc 

tions 

Chase settles all euro and E.Y 
currencies via Chase Manhattan B 
Frankfurt, CHASDEFX. from 

iU 'in' 
ank A.G.. 
1/1/99. 


Chase. The right relanc 


is ever 


6Y993TheCh^Mffl*man.CcrpciiBlsi|>. baadarelajjpfOiredbyTfw Grt^^te^ha^^n Banka suesd^of TheChaaaVtorfimtan Corpofanon H» Chase Manhattan Bank is regulated by Ww SFA *1 ine UK- THo products 9X1 services 
are not arfatette to r*M*s cwslarw in the UK. 
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BUSINESSES FOR SALE 


tin i is Services Limited 
and Centrex Limited 

Both in Administration 


WEST YORKSHIRE 
ENGINEERS LIMITED 


NEWPORT WAFER-FAB 
LIMITED 


The pint administrators otter for sale the 
following business and assets: 
m Freehold conference end training centre in 
Uvingsion fctose to M8) with expansion areas 
m Sf&nificanT development potential 
a 195,457 sq ft on 26 acres 
m Residential buildings with -leisure facilities 
and 172 beds 

m Annualised turnover of approximately £l.2m 
m Profitable business 
m 10 employees. 


;\ \/'K!/ Vva Mil a 

\i;t '< i\ i : \ 


For further details, please contact 
Hunter Kelly or Lydia Well, Ernst & Young, 
PO Box 61. 14 King Street Leeds LSI 2JN 
Tel: 0113 285 5000 Fax: 0113 244 2241 


The Join) Administrative Receivers, Edward Klempka and 
Sieve Ellis, offer for sale the business and assets of this 
Yorkshire based manufacturer of spare parts for I S glass 
container forming machines and associated equipment. 


The joint Adnwiusratora, Joe Consicfinrand Derek 
Howell, offer for sale die business and assets of Europe’s 
largest Pure Play semiconductor foundry services provider, 
based in Newport, South Wales. 


=S Ernst &Young 


hruimtimtf h <r orW tj Tit Aton® Orottiw/.tanmMRi m 


Principal features of the business include: 

• long leasehold premises in Pudsey. near Leeds 

• experienced workforce of approximately 70 staff 

• turnover in excess of £3m 

• extensive overseas and UK customer base 


Principal features of the kwe» iadrafe 

• three deanroom FAB faolWes with ISO 9000 and 
ISO 9002 registration 


tsa Corporate Sales tsa 


KirCHEN/BEDROOM RETAIL A MANUFACT - EAST AMCUA. 

170 LUS. Audited Na PtoTiii CI4K 7500 sq ft fanny Shcwmm. cumfuahoi net etc. 
Ea [3>rt 0*>ocf Rcdrfaf Piuji £220K>.<r lent Bos CI7SK rrf 7S3J 
LONG EST WHOLESALE CO. - Vew&OG SuppOo - NORTH WEST. 
T/OIIJM. Anil Na Profit flOUK. Naiad CDaX Base. Ea 25 years. 

Owner rctimg. B» G7QK Ref 77? 3 
INTERNATIONAL ROAD HAULAGE CO. 

South irf Eodand - Lfazquc Heel. Blue Chip Clicnu. UO £JM - £2.75M Ref 78 13 
CLADDIKGAtOOFTNG MANUFACTURER - S.WALES. 

TrO II-5SM idocaobic. I.ISM RefTSIV 


For further information, please contact Luan Underwood 
of FricewaterhouseCoopers, Benson House, 

33 Wellington Street Leeds LSI 4JP. 

Tel: 0113 256 5743 or 01 13 289 4492. 

Fax: 0T 13 289 4473. 


capability to manufacture at 025 microns 

strong blue-chip customer base in Europe, US and 
Asia, serving the telecoms, consumer aid automotive 
systems markets ' 

520 experienced and qualified p ro d u ction and 
engineering personnel 


• company details also available at www.nwr-cw.co.uk 


PRKmfifetHOUsKcnPERS 


For further information, please contact Joe ConsicCne or 
Anthony Lucas of PricewaterhouseCoopefs, 

Plumtree Court, London EC4A 4HT. 

Tel: 0171 583 5000. Fax: 0171 822 4652. 


TOURIST CENTRE/RESTTAUKANT - RURAL CHESHIRE. 
2 Acre lie CWuCrafWRauuna TO £SS0K - CMOS Ref 7829 


We Iuim- bu.U-rs for most Ijpes 'if buiinev- thrrju^hriul (he l‘K. If ;. uti jrc 
thinking of selling pk-a*>« I'llvphoni- Sjr:i Hurtles on ; 

0H00 634 0646 


nKnumhouteCoapm b julhonwd b» tananr of Ouared Acxzwam 
n Lagtinl ml tYjta to unv on tm-e it mtnt Sum# 
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For Sale 

Highly Profitable Precision Engineering Business 

Retirement sale or tins well esubfashed company in die South of Fngtmvt 
using (UU or the an equipment to manufacture special purpose 
machines and anaHaries. 

Net. tangible assets exceed £0.5 m, with sales dies £2m. 


HAYES HYDRAULIC CASTINGS LIMITED 
(In Adumcbatnn) 


Hu wirwiMCmumi n in dw i ri bp ftp unttop c* Ounnvf Vnvtin 
da and Y. «d on Bum** 


TV! A to d W tooaPnu^aa MacDonald. offers far yah die bwbimiinda yucftf ii 
Wat based manuUaum of toff ew«i*s tor the hyttaufic valve fqckmiy. 


Phase apply la Bax M21 8. Ffandti ‘nma^OBe Southwark Bridge, 
London SEI MIL 


PLANT HIRE 


• Loyal Bbw chip eumoowr base 

• n r iSri S Tl l nrtfurr 

• 1bidrnoiiuetwedapeMio« 

Forfadwr htionnMlan, pleiHi ceNnttet Robert SchneUaman or Urn Mjdncnf 
lhe MkDomU Pwtnwtiup He. 26-30 OU Chach Stint Cbchea. Ionian 5W3 5BY 
lei; 0171 4606300 fa* 01 71 460 U01 


The Macdonald Partoterthlp 


In Renfrewshire, Scotland 

J.W. Brown Tel: 01505 324461 



Plant Hire Business 
For Sale 


CONTRACT HIRE 
BUSINESS 
For Sale 


for sale 


♦ Fleet of 1,000 cars 


COMPANY REQUIRED 


Well established privately 
owned UK electrical 
engineering company is 
looking to acquire for cash a 
manufacturing SME preferably 
: industrial electrical products. 


Software distributor 

required 

with turnover In excess of 
£1 ml Bon. 

* ProfltabBty not materiel. 

■k Located to Home j 

Counties. 


♦ Strong customer base In 
Midlands and North West 


90wnorretkfng 
• Eskfclshed bimonthly 
Ttade Magazine wBi 
Directory 

9 Advertising revenue 
S150K per annum 
• Movedble 


LEGAL NOTICES 


♦ Consistently profitable 
For hither details apply 


Fax Number: 01905 613523 


Nd U5WI of IWS 


Bnc BOM Huncfai Unv. 
OMSoaSnmkBrMge. London SI WL 


Reply to 

Box B6224. Rrandd TTm«, 
One Soultiwailc Bridge. 
London SE1 4HL 


Box B6221, 
Rnancial Times, 
One Southwark Bridge, 
London SE1 9HL 


CONTRACTS & TENDERS 


Ffrrtttt- Pr-iiffr-irtiurmCn 

BANK RETAIL SPACE 

Prime location 
fully equipped, comer, 
djplex. lew rent, 
long lease * cptlxm 
now *4S-30-aoi 76 ioa 
Me »alf rnmror 


IN THE UGH COURT OF JUSTICE 
CHANCERY MVBKJN 
COMPANIES COURT 


IN THE MATTER OF THE NORTHERN ASSURANCE COMPANY UMITC0 
- nd - 

IN THE MATTER OF CGO LINKED LIFE ASSURANCE LttHTED 


REPUBLIC OF UZBEKISTAN 


IN THE MATTOt OF THE INSURANCE COMPANIES ACT 1912 
NOTlg IS HfcKMIYCIVENitojWmiannatoatiOcatorlW to* "?* * ** Her Meetly'* 
Hlgti Coen et Janice In Enpfand byTfcc Nonbcni Amoace Onopany ( mnrrd (“NcrtimTl 
to wi outer Bader Pan I<X Sdmfaile 2C n> lhe In mra n ie Conpana Aa I9U (ax ncadedl 
tpJjeAa-K r . . .... ; -,t- ■■ 

(i) n nco on ing ■ Khene nhc SdnaneTt to to nmto to CGU U ntodl ifc Atomto 
t LunHcdltoincily CcaetalAocidcM lidei] Lite AununceLimilc<ni~CGIJ Linked Lifc - l 
ol to wtuie of the long leanJmanaoc banaafcameJ on by Nonhem in my mentor tote 
tt nrln iS n g jn ri nfc i ie iB toidi he m be ncxed » nntoer Smtoibe pc qwcv of to 
AaK«idi to evepKtt of *ti basbeg irinstd nmto to mnspro cc »gpecn«nt ibtcil 3 
April I W0 between Neohan- jnd Ctxamcraal Union Lde Aijuanoc Oaapny Laniled 
rCULACL unto nbieh Nonhem icmsae unit tatod pentiau Maims mtiaai by 
CULACtmd 

IB) naidnp pntvirioo to teiswl mnea in aoooahnce nidi S of to sid Rst l 


The International Tender for the sale of 46,5% of a shares of the joint stock company 
Almalyk Mining and Metallurgical Company . 


Copirn of to Faifai aid of a man an to Knm.ar die Scheme by m independent aensny. 
: Miami red by pnpaph 2(1] of to md Pen L may be impeded « each of to offices 
ipeeified n> to Sdiednlc beretn dnrinx nmri bniines bom to 4 period nT x lew 2 1 days 
b egin nin g wbh to ifam oT to Rro pAfadon rf tot notice. 

The Petition it dnectad n> be head befae to C u p jui o Coon Jndgc at to Royal Conti 
of Jnatke. Stood. London WC2A 2LL on 18 Jammy 1999 md any penna. mdudbt, m 
eapioyce of Nnnbera or CCU Lntod Lito wbo aOegee due he uonU be adiawJy anoaed 
by to carrying on at Ihc Scheme nay appear C to bearing n person or by Cnmsel or 
soficiMr advooie. Any penon who memb bo id aspen, and any poficyholder of Nonhcrn 
oe COU Linked Lde who toiemi (ram to Sehemebni does nM ancad w to qipto b atod 
in ghe nurioe in writing ofmeh mansion or dnacnL nod to remans torofoc, la to tolieitoi 
mu t ed below by 14 Jammy 1999. 

Copies of to don i mnto iprtifrd *ove wfll be snppiied by neb wit-inn u any- penon 
rcqB in ag tom before tbe making of an otier unTTionin g to Scheme no pay mac of the 
protnbed el tJi yt 

20 Nnvtntor 1998 


The Tender Commission invites you to take part in the International Tender for the sale of 46,5% of the shares 
of the joint stock company of open type Almalyk MMC. The tender is opened from of December 15, 1998. 


The Almalyk Mining and Metallurgical Company functions on the base of the sites of copper-molybdenum and 
lead-zince ore at the region of the Almalyk town. The company consists of ors-extraction enterprises, 
concentrating factories, metallurgical factories, transport center with vehicle bases, industrial rail transport 
board, as well as infrastructure. At the company are produced the following products: refined 
copper(cathodes), affiniated gold and silver, zinc metallic pigs, zinc concentrate, molybdenum industrial 
product, metallic cadmium, technical selenium, tellurium, sulfuric acid, copper vitriol, lead cake and consumer 
goods. The production capacity p.a. is 25 min. t of the copper ore with production 115 000 1 of the refined 
copper. Gross product is more than 220 min. USD p.a. The initial value of the 46,5% of the shares of the JSC 
Almalyk MMC specified by independent international companies is 478 min (four hundred seventy eight 
millions) USD. 


I JakUim & Paines I Rcfc DEQB/VRMj. One Sift Soto, London ECTY 8HQ 
SoHctan Car Noctoro sad CC3U LiaVed Lie 


Tbe Northern AHonaee Contpam Limbed 
StHcfcfii •• • 

1 Uotastaaft 
London EC3P3DQ 

CGU LmtatUjeAssnanix limned 

2 Ruuaier Street 
Yotfc Y090 1UU 
OOUpfc 
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Seotind PK2 DNH 


KPMC Eadanfaodaa bL 
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KPMG DobEo 
I Sokes Piece 
St Septra'i Greco 
Dobto2 
IreU»l 


KPMG Alpee-Trnitand CknbH 
KoltaaRE 19 

A-IOWVicBOi 

Austria 


Each investor wishing to participate in the Tender (herein bidder) must inform the Tender Commission with a 
demand determined by Tender Commission before January 15, 1 999. 


EFMO 

Wotnwn Office Part 
Roe NeerweM I0I-ID3 
B-l 200 Breads 
Beigiau 


KPMG SpA 
Via Vinor Poam 23 
2013* Milano 
inly 

DrtaeSprcuger 
AtbntnianlAistBk 
Anjirasic 27 
FL-M90 Vaduz 


After the presentation of the demand and payment of the contribution of 10,000 USD on the account of the 
State Property Committee the Tender Commission will send to the bidder Conditions of the Tender, Information 
memorandum including a technical and economic information, a preliminary business plan for development 
of the JSC Almalyk MMC and Program of the reconstruction of the JSC Almalyk MMC for 1998 - 2007 years. 


KFMGCJcspenen 

BotupsAiiTfn 


ssr 


KPMG 

31. AOcr Scheffer 
LSJDLuodmf 

KPMG Aeamutn N.V. 
KPMG Ochoa* 


KFMO Widen OyAta 
Mraabrimrade 2QB 
HN-MIOO HdtoU 
H Bland 


1185 MC Ai 
Nubci lauds 


The bidders will be allowed to study the Information memorandum and to prepare Tender offer not later than 
March 15, 1999. 


S.coantotoy 
92923 Parts til 


Demands and proposals sent to the address of the Tender Commission after the established period will be 
considered invalid and the contribution will not be returned. 


ThtoaoWJcKdiidati AG 
Mafe-Omc-Stowe 30 
D4M39Fnu*teVMto 


0667 Oslo 
Norway 

KPMG 

EtfiflaoMooinKatal 
AncwJa fttia da Vania 
n-A-inasousboa 


Until May 1, 1999 the Tender Commission wiii cany out an analysis of the proposals of the bidders, and will 
determine the resu Its of the tender. 


KPMG Pea Marwick Kyriacaa 


KPMG tat Marwick 

E*6fid» tore Emopa 

PhttOdebCM&Bfctf 
280*6 MatiM 
Spain 

KPMGBoMbaAB 


3g«flw*cn4A 
S&il I 52 SiockJ 


Upon determining the above mentioned bidders the main criteria for valuation of the profitability of the 
proposals will be the price proposed to acquire the package of shares, as well as the size, period and direction 
of the investment of the foreign partner for the development of the JSC Almalyk MMC. 


CONTRACTS & TENDERS 


The Tender Commission will carry out negotiations with one or more bidders, candidates for signing of the 
Contract and the other appropriate documents, at its own decision. Determination of the winner will be based 
on the same rules showed hereupon. 


Any exchange of information between the Participants of representatives of the Participants of the Tender and 
the members of the Tender Commission is forbidden. All questions or comments on the Tender, including 
demand for participation in Tender and call for more information, should be sent in writing to the Chairman of 
the State Property Committee of the Republic of Uzbekistan Mr. V. A. Chjen 

at the address: Republic of Uzbekistan, 

700003 Tashkent, 

Prospekt Uzbekistanskij 55, 

fax: (007 371) 139-46-17, 139-22-36. 



Following the DIVIDEND DECLARATION by Ford Motor 
Company (U.S.) on 8 October, 1998 NOTICE is now given 
that file following DISTRIBUTION wfll become payable on or 
after 15 December, 1990. 


Gross Distribution per unit 2300 Cents 

Less 15% USA Withholding Tax 0345 Cents 

^ 1.955 Cents - 

Converted al SI .67 €1-17065868 

Claims should be lodged with the DEPOSITARY; National 
Westminster Bank PLC, NatWest Investments Counter, 
c/o NatWest Markets, 1st Root, 135 Biahopagate, London 
EC2M 3UR cxi special forms obtainable from thal office. 

United Kingdom Banks arid Membos of toe Stock Exchange 
should mark payment ol the dividend in the appropriate 
square on the reverse of the certificate. 


Converted at Si .67 


The Tender Participants are responsible to be able promptly reply to all questions of the Tender Commission. 


No. of the banking account of the State Property Committee of the Republic of Uzbekistan- 

20202840500100004008 

201004 USDCURR01 

Central operational department of the National Bank of the Republic of Uzbekistan 
Code of the bank 00882 


AU other claimants must complete the special form and 
present this at tha above address together with the 



Dated 15 December, 1998 
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EURO PRICES 


EQUITIES 


Europe follows American drift 


CURRENCIES £ MONEY 


FT SYNTHETIC EURO RATES 


S^PEANOVSVIEW 

Bf Vincent Boland 


European stock markets 
ended marginally lower in 
quiet trading yesterday, 
happy to follow the US mar- 
ket’s opening drift as the 
dollar remained jittery and 
investors began to square 
the books ahead of conver- 
sion to the euro. 

The thin, conditions and 
nervousness about Europe’s 
wider economic health are 
tending to exacerbate volatil- 
ity, and the mood is kept 
broadly pessimistic by strat- 
egists’ reports that suggest 
slower earnings next year. 


which is expected to dampen 
share prices until well into 
the first quarter. 

Par the European strategy 
team at Credit Suisse First - 
Boston, not only was' the 
Christmas shopping spree 
over, so were the January 
sales. The hank said Euro- 
pean shares were 10 per cent 
overvalued following their 
rapid recent rebound. “We 
feel that the traditional Jan- 
uary rally has already taken 
place," the team added. 

The FTSE Eurotop 300 
index of leading European 
stocks closed 1.38 lower at 
1,098.31, with most sector 
indices dosing in line with 
the overall market The 


FTSE Eurotop 100 index feb 
4-19 to 2^29.91, while the 
FTSE Ebloc 100 index of 
shares from eurozone coun- 
tries fell 0.16 points to 913.87. 

Some individual stock 
movements stood out Royal 
Dutch rose Ecu 0.6 to Ecu 
.39.69 while Shell, its sister 
company, was unchanged at 
Ecu 499 after announcing it 
would take an Ecu 3.8bn 
restructuring charge in the 
fourth quarter and would 
seek to boost its return on 
average capital employed to 
14 per cent by 2001. 

Other oil stocks were 
mixed and the sector rose 

0.69 per cent, but PetroFina. 
subject of a takeover by 


Total, fell Ecu 6- to Ecu 
37622. - ' ... 

The automobile sector was 
one. of the day’s stron ger .per - 
formers, rising 1.64 -per cent 
The Biimh was led by BMW. 
which rose Ecu 2&3 to Ecu 
555.81, while Volkswagen 
was up Ecu 3J. at Ecu 6388 
and DaimlerChrysler rose 
Ecu 0.6 to Ecu 75.78. Peugeot 

was a notable exception, fall- 
ing Ecu 08 to Ecu 124.41. 

Bouygues led construction 
stocks lower, ending down 
Ecu 52 at Ecu 16821. Else- 
where. LVHM fell Ecu &5 to 
Ecu 154.19 after the company 
said it might buy the cosmet- 
ics division of Sanafi. which 
climbed Ecu 2 to Ecu 148.41. 
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Treasuries up in early trade 


GOVE^OT 

By Arkady Ostrovsky fri London 
and John La bate in Hew York 

US Treasuries moved higher 
in early trading yesterday, 
chiefly on political factors, 
but European and Japanese 
markets ended lower after a 
day of profit-taking in 
Europe and fresh concerns 
about oversupply of Japa- 
nese bonds. 

The yield on the 10-year 
Japanese government bond 
rose 11.5 basis points to 1.275 
per cent after the finance 
ministry said it planned to 
issue Y70.000bn of bonds, of 
which Y60.000bn would have 
to be picked up by private 
investors. That coincided 
with a Tankan survey of 
business confidence that 
showed sentiment was at its 
lowest level for 4% years. 

“A few months ago bond 
prices would have rallied 
after, such a survey, but now 


the only focus is on the over- 
supply of bonds,” said James 
Mitchell at Nomura. 

Most buyers of Japanese 
debt are domestic investors 
who fear currency volatility 
and continue to invest in 
their home country’s bonds. 

However. David Knott, at 
Deutsche Bank, said yester- 
day's rise In the yield had 
shown even domestic inves- 
tors were no longer prepared 
to receive such low interest 
on their money when the 
Japanese economy was so 
weak. 

“It is a paradcot from .the 
macroeconomic point of 
view. If you have a weak 
economy you should have a 
weak currency and high 
yields, whereas in Japan it is 
the other way around,” Mr 
Knott said. But higher inter- 
est rate and higher yields 
could exacerbate the credit 
crunch. 

European markets lost 
most of their early gains and 


drifted downwards, with the 
yield on the 10 -year bench- 
mark German bund rising 
by 4 hwris points to per 
cent. The March future fell 
0.22 to X1&06. 

The UK gilt yield curve 
continued to show signs of 
di sin version as investors 
took the view that the Bank 
of England would have to 
cut interest rates aggres- 
sively next year to stop the 
economy sliding into reces- 
sion. 

Some analysts argued that 
short-term UK rates could 
come down to 4 per cent by 
the end of next year and 
would eventually converge 
with the euro-zone interest 
rate of 3 per cent. 

Short gilts outperformed 
the long end. September 1999 
interest rate future rallied 13 
basis points, pricing In an 
interest rate of 5 per cent 
Gilts were also supported by 
data showing prices of man- 
ufactured goods (excluding 
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volatile products) leaving 
factories fell 0.5 per cent in 
November. 

The benchmark 30-year US 
Treasury bond was S higher 
at 104 in early trading, send- 
ing the yield down to 4383 
per cent. The 10-year note 
ha d gained % to 101%, yield- 
ing 4376 per cent, and the 
two-year note was up h to 
100%, yielding 4.422 per cent 

“Tbere was a lot of bad 
news out of Japan so we 
ramp tn with so me upward 
momentum [in Treasuries] 
and stocks were lower,” said 
Kevin Logan, senior market 
economist at Dresdner, 
Kleiuwort Benson in New 
York- 

Overseas investors 
appeared more concerned 
than those In the US about 
the ongoing impeachment 
proceedings against Presi- 
dent Clinton, Mr Logan said, 
a factor that could continue 
to put pressure on the dollar 
against other currencies. 


exchange Fiscsl fairy Qodiriothfer 

leaves Japan in the lurch 

By itBdd Taft in cucago The Trust fund Bureau is buying fewer JGBs, says Gillian Tett 


Metsa-Serla to settle in euros 


jffTBttjA™ 

By Edward Luce In London 
and Rafesh Atkins in Bonn 

Metsa-Serla, the Finnish 
pulp and paper company, 
yesterday’ won the distinc- 
tion of becoming the first 
borrower to issue a bona fide 
euro-denominated bond. 

There are billions worth of 
euro-denominated bonds in 
the market, but they were 
settled in Ecu (although 
some will pay their first cou- 
pon in euros). Metsa-Serla's 
E200m offering will be set- 
tled in euros next month. 

An official at Salomon 
Smith Barney, sole lead, said 
the seven-year bond, priced 
to yield 120 basis points over 
the German benchmark, 
tightened by two basis 
points in the after-market. 

It was also rated well 
down the credit curve (at tri- 
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New international bond issues 


Amount Coupon 


Domwrar 

■ US DOLLARS. 

BBM 

m. 

160 

« 

6.625 

10320R 

Feb 2005 

K 

090R 

rip 

+57^14Aug03) Greenwich NaMfeat 

■ D-MARKS 

Countrywrida Home Loans(b) 

260 

63260 

101.085R 

Dec 2006 

0/40R 

+140(0ct OS) Deutsche Bk/Lahmem Bros 

■ STBKJNG 
mar-American Dev Bank (c) 

50 

5-25 

100.325R 

Dec 2003 

0-25R 

RBC DS 

■ EUROS(e) 

BBK imemattanal Rnannsf 

125 

Ed) 

90.91 R 

Dec 2001 

0.125R 

Merrfl Lynch 

SogaO mtt 

66 

n 

99J90R 

Dec 2003 

090R 

Ctfioio GVChne 

Metre Saris Oy 

200 

*1875 

99.721H 

Jan 2006 

(L57SR 

+120(Jan 06) Salomon Smttri Barney 

■ CREEK DRACHMA 







Councfl ot Europe 

10bn 

7.25 

101 J75 

Jan 2002 

190 

me DS 


FW terms, non-calabie unless staled. YMd spread (over relevant government bond) at hwncfi a«>pflad by tad manager. * 
Floating-rate note. Ft fined re-offer prioo: taee shown at re-offer loveLa) Fungible wflti S1.2bn. Plus 31 B days accrued 
kiterest. 14 DM750m bundled 2SH1/98 was Increased to DMlbn. <4 C20Qm launched 26/11/H8 was Increased to £2S0m. d) 
3-0101 Ubor >12Vibp. a) Payments hi Ecu prior to BAU. Q 3-irth Ubor +60bp. 


pie B by S&P) - a fitting 
start to what many hope will 
be a lively corporate market 
after monetary union. 

Deutsche Telekom, 
Europe's largest telecommu- 
nications group, announced 
plans to expand its DM2bn 


benchmark bond issued in 
May. It said the move would 
make use of low interest 
rates and improve the matu- 
rity structure of its debts. 

It did not affect the 
group’s long-term plans to 
reduce overall indebtedness 


which, at DM843bn at the 
end of September, was 
already DM40bn lower than 
at the beginning of 1995. 

The 10-year DM2bn bond, 
which had a coupon of 535 
per cent, would be expanded 
to between EL5bn and E2bn. 


Investors will be able to 
hedge against the fortunes of 
the internet if a proposal by 
the Kansas City Board of 
Trade to trade fixtures and 
options on the *Tsdex" index 
of technology stocks is 
approved. 

The Isdex was created by 
intemet.com LLP in 1995 
and is one of the older and 
better known markers for 
internet stocks. 

It Is made up of 50 publidy 
traded companies, all of 
which must derive more 
than half their revenues 
from the internet to warrant 
inclusion. 

The KCBT believes Isdex 
futures and options could 
appeal to institutional and 
retail investors. 

The exchange, based In 

Kansas City, IS p rimar ily an 
agricultural derivatives 
exchange, best known for its 
wheat contract However, it 
was also the first exchange 
to launch stock index 
fixtures, pioneering the idea 
with derivatives based on 
the Value Line index in 1982. 

The KBOT has sized the 
futures contract relatively 
modestly to appeal to the 
retail market The size win 
be $100 times the futures 
price, with the price quota- 
tion set in index points. The 
minimum price fluctuation 
will be 0.05 points, or$5a, 
contract. 

The contract will need 
approval from the Commod- 
ity Futures Trading Comxnis- i 
sion. the US futures industry 
regulator, and the Securities 
ami Exchange Commission, 
because it deals with an 
equity-based index. 

The KCBT thinks this 
could take about three 
months and is looking to 
launch the new contract on 
June 1. 


I s recent years, Japan 
appears to have had a fis- 
cal fairy godmother on 
hand As the national debt 
has surged, the state-run 
Trust Fund Bureau has qui- 
etly softened the blow by 
using its Y400,000bn 
<?3.4i8bn) of funds to buy 
government bonds. 

In recent days, though. 
this fairy godmother has 
staged a small strike. When 
the government announced 
last week it would Issue 
Yl3,Q00hn of extra bonds to 
fund its new stimulus pack- 
age. the TFB said it would 
buy Y2JJ00bncmIy. 

The TFB delivered another 
Mow yesterday. The Minis- 
try of Finance indicated that 
pub lic in stitutions such as 
the TFB would absorb only 
about 15 per cent of the mas- 
sive Y70,000bn bond issuance 
planned far fiscal 1999. 

The news has seen bond 
prices tumble: the yield on 
the No 203 10-year contract, 
for example, dosed at 1375 
per cent yesterday, up from 
L16 per cent on Friday. 

There may be worse to 
come. The moves show 
unusually public signs of a 
“time-bomb” in the TFB. 
hitherto one of the most 
shadowy parts of Japan's 
government finances. 

Unless the government 
can find a way to defuse this 
“time-bomb”, it could deliver 
more painftil shocks to the 
bond markets. As Kunji 
Okue, analyst at Dresdner 
Klemwort Benson, says: 
“The pressures on the TFB 
are serious and rising. It is 
bound to afTect the bond 
markets soon.” 

The fun dame ntal problem 
is that the TFB is something 
of a socialist-style legacy of 
Japan's traditional financ ial 
system. It is run as an arm 


of the Ministry of Finance 
and is funded partly from 
the national postal savings 
system, which provided 
YmOQGtra in fiscal 1997, and 
partly from the national 
employee pension scheme, 
(which provided Yl34.000bn). 

In recent years, these two 
sources of funds have 
surged, leaving the TFB 
managing one of the largest 
single pools of money. This 
has provided a crucial “cush- 
ion" for the government 
Although the TFB is theo- 
retically independent, the 
government has treated it 
like a hidden, discretionary 
fund to plug financing gaps. 

In fiscal 1997, for example. 
Y109.000bn of TFB funds 
were invested in government 
bonds. However, a further 
Y39S,000bn was invested in 
the government's fiscal 
investment and loan pro- 
gramme, which funds infra- 
structure investment, and 
lending institutions, such as 
Japan Development Bank. 

As Tim Bond, analyst at 
Barclays Capital, says: “The 
programme is essentially a 
secondary government bud- 
get whose proportions are 
similar to those of the ordi- 
nary government budget” 

B ut this “secondary bud- 
get” is poised to shrink. 
Next year, for example, 
the surplus on the national 
pension scheme is likely to 
Gall by Y3,000bn because the 
government is planning to 
cut pension contributions. 

Also, the postal savings 
system faces a potentially 
devastating “millennium 
bug”, as Mr Bond dubs it In 
1990 and 1991, many Japa- 
nese consumers made 
10 -year deposits at the 6 per 
cent fixed interest rates the 
post office offered. 


These deposits, worth 
about YiOO.OUQbn. ore due to 
be repaid in 2QOO and 3001. 
Because the poet office now 
on ly offers rates of 03 per 
cent part of this YlO&OOObn 
is likely to be withdrawn. 

The bureaucrats are con- 
sidering ways to offset this 
blow. Some officials, for 
example, want to end TFB 
loans to the Housing Loan 
Corporation, which provides 
cheap mortgages, and force 
it to raise funds in the mar- 
kets. Others want to cut 
loans to state-financed 
banks, such as the JDC. 

H owever, the ruling Lib- 
eral Democratic party 
wants the reverse: it is 
seeking to inerrase the rote 
of state-owned lending insti- 
tutions and public Infra- 
structure spending. 

As one bureaucrat says: 
“Some politicians want to 
keep a system of socialist- 
style funding. But we lust 
cannot keep on like this for 
ever.” 

In the long term, this tus- 
sle may benefit Japan. Forc- 
ing institutions such as the 
JDC and HLC to replace pub- 
lic subsidies with fund rais- 
ing in the markets could 
bring more transparency. 

In the short term, the bat- 
tle threatens more uncer- 
tainty for the bond markets. 
Politicians are urging the 
TFB to raise its JGB pur- 
chases next year to fund the 
looming stimulus packages. 
But the TFB insists it cannot 
do this. 

“Our JGB purchases will 
certainly be less next year.” 
says a senior ministry offi- 
cial, who calculates that the 
TFB wilt buy Yl&OOfflm of 
JGBs this year (including 
the additional Yi.OOObn 
agreed this week). 
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BOND FUTURES AND OPTIONS 
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the lurch 


MARKETSRB^OfiT 


s woes tempt out dollar bears 


MONEY RATES 

DnM Owi 


By Alan Bestfe 

asd Robert Chota 

With the US House of 
Representatives due to 
decide on Thursday whether 
to impeach President Bill 
Clinton, currency traders 
had a ready-made excuse for 
short-term dollar bearish- 
ness. 

The US currency dropped 
to five-week lows against the 
yen, despite a 2 per cent fell 
in the Nikkei share index 
and a further deterioration 
in the quarterly tankan sur- 
vey of the Japanese econ- 
omy. The dollar fell from a 
Y116.S high in Asian trading 
to close at Til 5.4 in Europe. 

Analysts cited the looming 
impeachment vote as the 
cause of dollar weakness, 
with fears about further 
Wall Street declines also 
weighing on the currency. 
But with Republicans lack- 
ing the two-thirds majority 
to get impeachment through 


the Senate it seems hard to 
believe that many market 
participants see a realistic 
chance that the president 
will be removed. 

Nervousness about the 
-Impeachment- proceedings 
nonetheless pushed up the 
implied volatility of one- 
week doUar/D-Mark and dol- 
lar/yen options. Options 
traders said , that the market 
was positioning' itself for a 
fell in the dollar if the prog- 
nosis for President Clinton 
materially worsened. 

Bui ' Steve Barrow, cur- 
rency strategist with Bear 
Steams, argued that Euro- 
pean central banks would be 
vary reluctant to see the dol- 
lar drop sharply, in the 
run-up to the launch of the 
euro at the turn of the year. 

A sharp fell in the dollar 

■ POUMD Bi HEW YORK 


Dae 14 

-Lm*- 

-Rw. ctoa — 

tad 

- • 15920 

15800 

into 

15905 

15887 

3 not 

15877 

158S5 

ip 

1.6820 

15785 


could prompt abrupt moves 
between the ecu and its com- 
ponent currencies that 
would be awkward in the 
run-tq) to the irrevocable fix- 
ing of exchange rates. ’ 

“The European central 
banks might well come in 
and try to «ilm any volatil- 
ity*, he said, arguing that 
this prospect would see dol- 
lar weakness concentrated 
oh the yen rather than the 
D-Mark. 

■ In. foreign exchange and 
money markets bereft of any 
real action except the dol- 
lar’s fell, a surprising rise in 
short sterling contract prices 
over the six to eighteen 
month part of the curve pro- 
vided some interest. 

Contracts expiring 
between June 1999 and 
December 2000 settled up by 
an average of about 10 baste 
points, giving the impression 
that the market had given 
some serious thought to the 
likely path of base rates in 
the medium term. 
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But volume in the market 
was thin, especially at the 
longer end, compared to the 
turnover seen recently on 
days when news emerged to 
make markets undertake a 
fundamental reassessment of 
the prospects for the UK 
economy. 

"The most significant 
thing about the [short ster- 
ling] market today is its 
thinness," said Peter Osier of 


GNI in London. “We’ve seen 
a two-tick spread for a lot of 
the day, which shows that 
the liquidity wasn't there." 

Mr Osier said that taken 
at face value, the movement 
in prices was “a bit over- 
done." He added that noth- 
ing very significant, apart 
from producer price data 
which came in as expected, 
had happened during the 
day to change the likely 
prospects for base rates. 

“The Bank or En gland has 
made it dear that they are 
prepared to move in 50 basis 
point jumps to hit the infla- 
tion target/ be said. “So it is 
premature to Infer from 
large movements in rates 
that the whole future path is 

■ OTHffl OJRflBlCtES 

DkM £ S 

OK* Rpsai304 • 502276 29.7210 - 29.7610 
HtflOBty 365542 - 3682712210.730 - 216270 
ton 5063.10 • 5060.10 30004)0 - 300000 
Kant 05082 - 05090 03013 - 03016 
Mu 53876 - 53943 3.1350 - 21370 
frfaod 63813 - 68816 14750 - 32850 
AaSb 353592 - 363899 2136D0 - 21-5500 
UXE. 8.1 95 1 - 6.1993 36723 ■ 18732 


likely to be lower." 

The pound dosed slightly 
up against the D-Mark yes- 
terday. rising to DM2.788 at 
the end of London trading. 

■ “If anyone tells you that 
the Malaysian government is 
going to change the value of 
the ringgit, ask them to take 
a jump in the sea." 

Tbat was the official 
advice to investors from Mal- 
aysia's beleaguered prime 
minister, Mahathir 
Mohamad, who has been 
urging Malaysian banks to 
increase their lending to 
haul the country out of 
recession. 

Few doubt that Dr 
Mahathir is serious. "Unlike 
the Saudi riyal, there is very 
little action going on in the 
ringgit forward market." 
said Chris Furness of eco- 
nomic consultancy 4Cast in 
London. “Unless the regime 
is threatened by enough civil 
unrest to get things moving, 
the ringgit peg could be 
there for a very long time." 
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COMMODITIES & AGRI CULTURE 

COAL AUSTRALIAN INDUSTRIAL RELATIONS COMMISSION J5EEKS TOAVERT CRISIS I Oil back 

Striking min ers ordered back to work i,hnvfi S1 


By Gvreo Robinson in Sydney 

Australia's industrial 
relations commission last 
night ordered more than 
20.000 striking coal miners 
back to work In efforts to 
avert a looming industrial 
crisis over the expected col- 
lapse in export prices for 
coal - Australia's single 
largest commodity export. 

The miners called a 
48-hour strike from midnight 
on Sunday following week- 
end reports that Australian 
coking coal producers had 
accepted deep price cuts In 
contract negotiations with 
Japanese steel mills for 
1999-2000 exports. The order 
followed joint action by 42 
mining companies, which 
asked the commission to use 
its legal powers to halt 
strike action. 

Earlier in the day, Rio 


Tinto, the Anglo-Australian 
mining company, won a sep- 
arate court application for 
an injunction preventing 
strike action at its three coal 
mines in the Hunter Valley, 
near Sydney. But coal pro- 
ducers and miners warned of 
further turmoil for the trou- 
bled industry, which gener- 
ates more than ASlObn 
worth of exports each year. 

The annual negotiations 
between Australia and 
Japan, the world's largest 
coal producer and coal buyer 
respectively, are crucial to 
prices for coking and ther- 
mal coal The first round of 
negotiations, held between 
the biggest Australian pro- 
ducers and Japan's largest 
steel-makers, traditionally 
sets benchmark prices for 
other coal producers, includ- 
ing those from the US, Can- 
ada and South Africa. 


The negotiations between 
the largest Australian pro- 
ducers and Japanese buyers 
are to be finalis ed in Tokyo 
today. Bat officials involved 
indicated last night that cuts 
of about IS per cent, or 
about US$9 a tonne, were 
virtually assured In the cur- 
rent benchmark price of 
USS51 a tonne. 

Such a cut would be 
nearly double analysts' ear- 
lier predictions of about 
US$5 a tonne. There would 
also be sharp reductions in 
export volumes, possibly 
more than 25 per cent, they 
warned. 

Among the Australian pro- 
ducers, MIM Holdings. Shell 
Australia Coal and Sumi- 
tomo Corp’s North Goon- 
yefia min e were believed to 
have accepted the 18 per 
cent cut In early December. 

The Construction. For- 


estry, Mining and Energy 
Union, which orchestrated 
the strike action, said the 
latest cuts would lead to 
thousands of job losses, mine 
closures and up to AS2bn in 
lost export income. 

About 4.000 jobs have been 
lost from a workforce of 
26,000 as a result of price 
cuts and industry contrac- 
tion in the past two years. 

This is not orderly indus- 
try restructuring, it's a 
bloodbath," said Tony 
Maher, a union executive. 
The uTiinn blamed the latest 
price cuts on the govern- 
ment's decision last year to 
abolish coal export licence 
controls and demanded 
counter-measures to stop the 
pric* slide. 

Analysts, bowever, said 
the sharp price cuts were an 
inevitable result of Japan's 
economic downturn and 


growing pressure on its steel 
industry, which has been hit 
by failing demand and anti- 
dumping action in the US, 
Caking coal is used in blast 
furnace steelmaking. 

In the financial year to 
March. Japanese steel pro- 
duction is forecast to tail to 
its lowest in nearly three 
decades of about 92m tonnes 
annually. Production fell 
nearly 11 per cent in the 10 
months to October. 

Among the hardest hit by 
the price reductions would 
be Broken Hill Proprietary, 
the mining , energy and steel 
group, which is Australia's 
largest coal producer. 

BHP shares hit a six-year 
low on Monday, falling 
below AS11 on news of the 
coal price cuts and a slide in 
copper prices,. The bleak coal 
and copper outlook also hit 
other resource stocks. 


above $10 
a barrel 
in London 
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Fight to maintain coal exports 


Shares are felling as steel production slows, writes Stephen Wyatt 

A ustralian coal producers Hot-rolled coil steel has “While the market appre< 
are fighting to maintain halved in price to about $240 ates the magnitude of pii 
export tonnages with a tonne in the past three cuts, the coking coal prodc 


A ustralian coal producers 
are fighting to maintain 
export tonnages with 
Japanese steel mills after 
suffering an 18 per cent price 
reduction for next year's 
contract coking coal prices. 

MIM and Broken HQ1 Pro- 
prietary have been hard hit 
already, BHP shares fell 7 
per cent last week to six- 
year lows, while MIM fell 6.6 
per cent towards lows of 68 
Australian cents. 

.Steel production is slow- 
ing because of the Asian eco- 
nomic crisis and the latest 
data confirm the industry’s 
continuing deterioration. 

Caking coal and iron ore 
are the main raw material 
inputs to the production of 
blast furnace crude steeL 
In reaction to the lowest 
prices since the mid-1980s for 
steel products, producers 
have begun cutting, produc- 
tion aggressively, said Jim 
Lennon, commodities ana- 
lyst with the Macquarie 
Bank group in London. 
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Hot-rolled coil steel has 
halved in price to about $240 
a tonne in the past three 
years. Now, with the col- 
lapse in demand for steel in 
Asia and eastern Europe, the 
US and European steel 
industries are facing mas- 
sive increases in steel 
imports from these regions. 

Western world erode steel 
production in October fell by 
6 j 9 per cent year-au-year, the 
biggest monthly decline 
since January 1987. 

Japanese steel production 
is down to about 91m tonnes 
from last year's 102m tonnes. 

“Fine-tuning [negotiations 
about export volumes given 
the lower prices] probably 
involves a corporate holding 
of breath as the burden of a 
$9 a tonne price-cut is added 
to, with cuts in contract ton- 
nage and in regrading [as in 
downgrading] of brands into 
the already oversupplied 
semi-soft sector." says 
Gerard McCloskey in his 
International Coal Report 


“While the market appreci- 
ates the magnitude of price 
cuts, the coking coal produc- 
ers will face from next April 
the possible risk to volumes 
of up to 30 per cent These 
may not yet be fully factored 
into equity prices," says 
Peter O'Connor, resources 
analyst with Credit Suisse 
First Boston in Sydney. 

He added that a 30 per 
cent drop In tonnage was a 
worst-case scenario but 
there will be a reclassifica- 
tion of some coking coal into 
semi-soft coking coal More 
coking coal win go into the 
thermal coal category. 

This could afreet the price 
of thermal coal, yet to be 
negotiated with the Japa- 
nese utilities, he said. 

For the Australian indus- 
try. there is, however, a sil- 
ver lining . While “it's bad 
news for everyone. Australia 
will be hurt least", says Mr 
McCloskey, but one analyst 
says it could cost BHP 11 per 
cent of its revenues. 



Digging ire producers have cut tannage and downgraded brands 


It will not. however, 
destroy the Australian 
industry, like it could the 
North American industry, 
says Mr O'Connor. 

“Americans will suffer a 
reduction in coal exports 
from 50 per cent to total 
obliteration,” adds Mr 
McCloskey. 

In fact, longer term it 
could be very positive for the 
Australian coal industry. 
“Australia is in the prime 


position when recovery 
occurs.” says Mr McCloskey. 
"My Interpretation is that 
the Japanese steel mills are 
going back to their core 
needs; their base needs. 
They will do what the Euro- 
peans do' - buy more on the 
spot market if they need to.” 

Meanwhile, Australia's 
coking coal, thermal coal 
and iron ore producers con- 
tinue to battle in a difficult 
economic environment 
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Oil clambered back above 
$10 a barrel in London yes- 
terday as several of the 
larger producers said they 
would meet this week to dis- 
cuss flagging erode prices. 

In late trading on the 
International Petroleum 
Exchange, the benchmark 
January contract for Brent 
blend was $10.10 a barrel, 
compared with Friday's 
d reg of ft *** 9 - Januar y Brent 
bit a 22-year low of $9.64 last 


OH ministers from Saudi 
Arabia, Venezuela and 
Merim will meet in Madrid 

on Thursday nrniri enntinu- 
fng for production cuts 
to control the glut of crude 
on world markets. 

The Organisation of Petro- 
leum Exporting Countries 
agreed cuts of JL&n barrels a 
day earlier this year, but last 
month ruled out further 
reductions, at least until its 
next meeting in March. 

However, Saudi Arabia 
said yesterday it supported 
further cuts and, Venezuela 
whose president-elect last 
week ruled out additional 
cuts, said It was considering 
reducing oil output further 
to support prices. 

Co^er remained weak on 
the London Metal Exchange, 
showing no signs of recover- 
ing from last week’s 
lTA-year lows. At the dose, 
three-month copper was 
SL467 a tonne against Fri- 
day’s dose of $1,484. Three- 
month nickel closed $20 
lower at $3320 a tonne. 

On the London Interna- 
tional Financial Futures and 
Options Exchange, cocoa 
futures continued their fall, 
the benchmark March con- 
tract ending down £5 at £921 
a tonne after sinking as low 
as £913 at one point 

Cocoa has sunk steadily 
during the past few weeks in 
spite of forecasts of a supply 
shortfall this year. 
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Gold and silver trading 
volumes fall in November 

Trading In silver feU 30 per cant test month compared with 
the month before, white gold trading was down 23 per 
cent, according to the London Bunion Market Association. 
Some 169.1m ounces of sHver were traded in November 
on the London buffion market, against 249,4m oihtcts *v 
O ctober and 327.9m ounces m November 1997. the asso- 
ciation said yesterday. Some 27.5m ounces o* gold were 
traded compared with 35.8m ounces in October and 
40.8m in November 1997. 

"The figures are consistent with signs that precious mor- 
als love been moving further towards tftemargins of met- 
als trading," one analyst said yesterday. “Gold and sdver 
haven't been hit as hard as base metate by faking prices, 

but they are being seen as tess (rf the safe havens they 
once were." However, the fen in the level of hade in both 
gold and saver did not mean that prices would fal to nee 
ki future, the analyst added. 

Price volatility declined in both gold and silver, me 
L8MA pointed out. The average gold price was $294,121 
an ounce white stiver was $4.9732 an ounce. The sharp 
fall in silver trading was also a reaction to the increase 
earlier this year, when the price rase after n emerged that 
Warren Buffett, the US investor, had acquired about 16 
per cent of the world’s supply of the metal. 

“Silver is over the hump. It was marched up the hi Mid 
it's now marching down agam." an analyst said yesterday. 
Paul Sol man 

FREIGHT FUTURES 


Liffe to revamp Biffex contract 

The London International Financial Futures and Options 
Exchange is to revamp its Biffex freight futures contract 
from December 21, when the Baltic Exchange launches its 
new index of dry bulk cargo rates. The new index and the 
changes to Liffe's futures contract have been expected for 
several months and follow extensive consultations 
between Liffe and the Baltic Exchange, the world's main, 
shipping market 

Liffe hopes the move will help boost its flagging Biffex 
futures, which are used by shipowners and charterers to 
hedge against volatile rates for dry bulk cargo. Biffex con- 
tract volumes faff 48 per cent in the year to November 
compared with the same period last year. 

The contracts are currently settled against the Baltic 
Exchange's Baltic Freight index (BFI), but tha has been 
criticised for failing to reflect accurately price movements. 
The Baltic Exchange’s new index, the Baltic Panamax 
Index (BPI), is intended to solve the problem by tracking 
rates on a basket of seven routes tor Panamax vessels, 
the main dry bulk cargo ships that carry such goods as 
grain, iron ore, coal, bauxite, fertiliser and afomina. 

The existing BFI indudea Panamax routes but also 
tracks the rates on four non-Panamax. routes, which some 
brokers say skews foe results. Liffe said the BFI would be 
used to settle contracts traded up to October 1999. tha 
furthest forward listed month at present From December 
21, Biffex contracts would be settled using foe BPI, which 
wifl Include the new contract months of January 2000. 

April 2000 and July 2000. Paul Sotman 
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ACROSS 

- 1 Underwear - could be 
Spanish or French (6) 

4 Where one sits to watch 
cricket side or rugby 
player (8) 

5 Small bag of powder pro- 
vides a way to contain pain 
( 6 ) 

10 Temporarily taking over 
the duties of marketing 
outside Portugal (8) 

11 Sudden influx runs resort 
before start of holiday (6) 

12 Move down Into dome per- 
haps (S) 

13 Wined and dined female 
newspaper parson (3) 

14 Place where pub adopts 
early opening (6) 

17 You, said Beerirabm. are a 
conifer (3.4) 

.21 Reflected light broadcast 
result (6) 

23 An Individual regularly 
taking drug <3) 

36 Undersized young fish - 
these aren't very important 
(52) 

27 Mountaineer second to 
ascend with her father (6) 

28 International player recy- 
cled ball prior to shortage 
(3,5) 

29 Every course should 
indude such vegetables (6) 

30 Load up with hamper (8) 

3l. Dens ore found during 

meetings of the Quorn per- 


DOWN 

1 An old French prison, until 
captured by poor (8) 

2 Fin* on group of people tak- 
ing part in sports day 
event (4.4) 

3 Simply follows French one, 
feeling apprehensive (81 

3 Gave a hint to leave shortly 
with mine - it's all up! (6) 

6 There’s a famous naval offi- 
cer In the hold (6) 

7 Credit transfer system set 
up in tiic beginning (6) 

8 Last part of agenda coven; 
it 

12 Lot of the French very 
small (7) 

15 Something fishy from the 
Electricity Board i3> 

16 One way girl can be said to 
become like jelly t;t> 

18 You four said one answer 
could produce feeling of 
wellbeing (8) 

19 Fish operator Includes 
trout's head (8) 

20 Passes by on right, but 
slips back (8) 

~ Get away with two points 
plus another point t6) 

23 French impudence starts to 
infuriate customers (6) 

24 So all change on top of 
mountain - It's going 
duwnluU quickly iti) 

25 Forecaster among those 
plumping for a clear spell 
( 6 ) 
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LONDON STOCK EXCHANGE 




Killjoy Footsie refuses to enter the party spirit 


MARICTREPORT 

By Peter John 


There was a canapg of 
corporate activity, a jigger of 
Vnig r inflationary data and 
balloons blown up by one of 
the Footsie’s leading compa- 
nies - but still the party 
{ailed to take oft 

Spirits ia the London 
equity market flagged badly 
yesterday as dealers concen- 
trated more on the social 
side of stockbroking than 
the fundamentals. 

“The market should have 
been dosed. It’s usually lack- 
lustre on Monday mornings 


but today has been diaboli- 
cal." said one s ales trader. 

As the FTSE 100 fumbled 
towards its close, it was 
clear there was little more 
than a hangover left from 
last week's interest rate cut, 
and investment enthusiasm 
could well be on hold until 
the launch of the euro on 
January 1. 

The blue-chip index closed 
7.2 down at 5£34L5 and the 
FTSE 250 and SmallCap indi- 
ces were both weaker. But 
the real clue to the overall 
lack of interest was in the 
volumes traded. Turnover in 
the overall market was only 
792.4m shares, down near 


the bottom of the range. 

The situation had looked 
even grimmer first thing. 
Weakness in global bourses 
saw Footsie marked down’ 73 
points within the opening 
minutes. 

The first support came 
from confirmation that there . 
remained an appetite for cor- 
porate activity. National 
Grid announced a 553.75-a- 
share bid for New England 
Electric Systems of tbe US. ■ 

Shortly afterwards, the lat- 
est producer prices data 
reinforced hopes that inter- 
est rates have further to fall. 

November input prices of 
manufactured products were 


down a seasonally adjusted 
0.6 per cent from October 
and had fallen &5 per cent 
year -on-year. 

Credit Suisse First Boston 
has cut its 1999 base-rate 
projection by half a point to 
5 per cent Strategist Rich- 
ard Kersley argues: “The 
failing payment on holding 
cash will lead UK funds to 
question the high cash 
weightings they continue to 
run." 

The last time cash posi- 
tions were this high was at 
the start of the decade and 
then interest rates were 
more than twice their cur- 
rent level, says Mr Kersley. 


Finally, institutions were 
pinping their hopes on some 
dramatic pronouncements at 
a showcase pres entati on by 
Shell Transport late yester- 
day. The oil major has been 
slightly left behind by the 
recent trysts between Exxon 
and Mobil as well as BP and 
Amoco. 

Mark Moody-Stuart. chair- 
man, said that Shell would 
consider a merger “and if 
the right opportunity arises 
we will act". 

But with Brent crude dip- 
ping below S10 a barrel at 
one stage, excitement was 
not the main emotion in tbe 
ofl sector. 


Nevertheless, dealers said 
institutional buyers were 
still shopping for bargains 
and in the afternoon the 
Footsie was briefly showing 
a net gain in spite of a big 
early Gall by tbe Dow Jones 
Industrial Average. 

- In addition, retail price 
inflation d at* today and UK 
retail sales figures on Thurs- 
day are expected to reinforce 
the case for another reduc- 
tion in UK base rates. 

Dresdner Kleinwort Ben- 
son says: “If the official 
[retail] data show a monthly 
EaB it will be the first run of 
three negative months since 
early 1992." 
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Railtrack 
on roller 
coaster 

MWMIKRMRT 
By Martin Brice ami Joel KUkdeo 

Former market star 
Railtrack looks set to give 
its investors a bumpy ride as 
the tussle with the rail regu- 
lator develops. 

The shares were among 
the best performers in the 
market, gaining almost 10 
per cent on press reports 
that the company planned to 
connect its network with the 
London Underground to sup- 
port a bid to become a part- 
ner in its modernisation. 

The rise of 130 to £1591 
helped the stock recover 
from the beating it took last 
week in the wake of a tough 
stance by the rail regulator 
on a financial framework. 
The shares fell to £14.17 last 
week from the high of £17.68 
on November 23. a fall 
described by traders as 
“overdone". Yesterday’s vol- 
ume of 3.1m was light 

The shares were helped by 
positive comment from Salo- 
mon Smith Barney, where 
Roger Elliott said they were 
worth £1695. and reiterated 
his “outperform, low risk" 
stance. 

He said the regulatory 
stance was “harsh, but judg- 
ment on the final regulatory 
settlement is premature in 
the first few miles of the reg- 
ulatory marathon". 


. Shell Transport was 
heavily traded although the 
announcement that it is to 
take an exceptional charge 
of S49bn came too late to hit 
the share price significantly. 

“This is a complete change 
in corporate strategy to 
downsize the business after 
years of . obsession with 
growth,” said John Toalstor 
at SG Securities. 

Mr Toalster pointed out 
that the effects of Shell's 
reorganisation would be 
mainly felt in tbe chemicals 
subsidiary with 40 per cent 
of the business being sold. 
The shares declined 3% to 
362Vxp on turnover of 2lm. 

Two-way business in BP 


FT 30 INDEX 


brought turnover of 12m. 
The shares edged '/= forward 
to 86lp. 

The modest decline in 
National Grid was said to be 
a strong sign of the market's 
approval of . the . group's 
acquisition of US electricity 
utility New England Electric 
Systems. . 

The deal gives NG access 
to one of the biggest electric- 
ity markets in the .world and 
dealers were cheered by tbe 
news that there would be no 
rights issue or sale, of all or 
part of its 743 per cent hold- 
ing in telecoms group 
Energis. 

“This is a good deal and 
there win be strong cashflow 
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benefits from this acquisi- 
tion of NEES and 1 can see 
more deals within the com- 
ing year," said one fan of the 
stock. 

The shares closed 10% off 
at 488p after trade of SBm. 
Energis jumped 79 to £1&14 
with lm shares- changing 
hands by tbe dose. 

A second profits warning 
just weeks after the first one 
hit PIC International, the 
pig genetics company 
demerged from the break-up 
of Dalgety. By the dose, the 
stock had fallen 23 ‘A or 24.4 
per cent, by far the worst 
performer in the FTSE 250. 

PIC said it had seen a sig- 
nificant further deterioration 
in group profitability in the 
second quarter of its finan- 
cial year. The group has 
been the subject of bid talk 
in recent sessions, but there 
was little evidence of take- 
over interest yesterday. 

The first day of averaging 
out closing prices of stocks 
traded under the Sets system 
saw distinct shifts among 
some of the market leaders. 

Alliance & Leicester 
dosed 10 lower at 832p under 
the new system whereas the 
last trade was carried out at 
835y.p. . • 
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No FT, no comment. 


Situations 
not vacant 


Similarly, ICI ended down 
9’A at 571p while the last 
deal was made at576p. Pru- 
dential ended flat at 84 7p 
with the last trade at 849%p 
and United Utilities ended 
8% up at 836Vip against a 
final trade of 833p and Voda- 
fone up 21 at 903p against a 
final automated trade at 
908p. 

The new volume-weighted 
average price is calculated 
by dividing the total value of 
trades in the final io min- 
utes of the dealing session 
by tbe volume in the same 
period. Tbe change is 
designed to elimina te sudden 
share price movements in 
the last minutes of trading 
on a thin order book. 

Telewest bucks trend 

A broker recommendation 
helped Telewest Group 
resist the market trend. The 
shares hardened Hi to 
imp. 

Morgan Stanley Dean Wit- 
ter initiated coverage of tbe 
stock with a strong recom- 
mendation. The broker 
believes -the group is. 
“strongly positioned to bene- 
fit from the growth of con- 
sumer multimedia and inter- 
net services in the UK. With 
this market set to explode 
over the next two years, 
multimedia will in our view 
have the same impact on the 
consumer market that data 
is today having on the busi- 
ness market." 

The broker set a 12-month 
share price target of 190p. 
which suggests “upside 


potential of 2S per cent from 
current levels", according to 
the telecoms research team. 

Vodafone Group saw trade 
of 9.9m as the shares 
improved 21 to 903p while 
BT was also in demand, the 
shares firming 12 to 860p. 

Continuing debate over 
the fliture of duty-free sales 
took its toll on P&O which 
was ofl 25 at Grip. Analysts 
are said to have pencilled in 
a decline of about 6 per cent 
In P&O profits if duty-free 
sales are abolished. The 
stock is expected to react 
positively should the current 
debate in Europe result in 
abolition being deferred. 

Tesco rose 5 l i to 170‘=p 
with sentiment boosted by 
last week's analysts’ visit to 
the company's central Euro- 
pean operations. Turnover of 
25m made it the mast active 
Footsie stock. 

Speculation that a bid 
might be in the offing from 
US stores group Wal-Mart 
saw Asda Group improve 4V* 
to 1471ip ahead of figures on 
Thursday. 

Nervousness ahead of 
today’s trading statement 
from media group Pearson 
saw the shares surrender 33 
to £10.62. 

Louise Barton at Header- 
son Crosthwaite. who rates 
the shares a “hold*, said: 
“There may be profit down- 
grades as a result of impact 
of the weaker economic cli- 
mate on its Financial Times 
Group and Lazards [the mer- 
chant banking group J. There 
is also uncertainty about the 
profit contribution from 
Simon ft Schuster in 1998." 

Tarmac gained 4 to U4p 
ahead of its announcement it 
had ended merger talks with 
Aggregate Industries, firmer 
at Tip. 

Oxford Bfomedica sup- 
plied some rare positive 
news for investors in the bio- 
technology sector when it 
announced a $16.4m research 
link with the gene-therapy 
ade of French drugs giant 
Rhbne-Poulenc. Oxford's 
shares rose 2\ to 12p. 
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Japan shares suffer crisis of confidence 


EMERGING MARKET FOCUS 


wra^orayiEw 

Bourses slipped worldwide 
yesterday as investors fret- 
ted about declining business 
confidence in Japan and 
absorbed research that 
suggested profit forecasts for 
European companies were 
too high, writes Michael PeeL 
Tokyo closed 2 per cent 
lower after the Japanese cen- 
tral bank's quarterly tankan 
survey showed that business 
confidence was lower in 
December than at the time 


of the previous poll. The bad 
news was reflected in other 
Asian bourses, with Hon; 
Kong, Bangkok and Singa- 
pore all ending lower. 

The only relief from the 
gloom in Asia was provided 
by broker Morgan Stanley 
Dean Witter, which made 
positive comments about the 
prospects for markets in the 
region nest year. “We are of 
the view that we can look 
forward to [1999] with opti- 
mism rather than either 

hope or trepidation." it said. 


The “positive outlook" for 
the global economy would 
provide stability for Asian 
economies and allow Interest 
rates in the region to remain 
low both in nominal and in 
real terms, the broker went 
on. 

Most economies would 
start to recover by the mid- 
dle of nest year, and the Sin- 
gaporean, Thai, Indian and 

Hong Kong markets would 
be the most attractive to 
investors, 11 said. 

Brokers seem less upbeat 


about European markets, 
which mostly turned down 
yesterday as volumes 
declined prior to the Christ- 
mas brrak and the introduc- 
tion of the euro in the new 

year. Credit Suisse First Bos- 
ton awd Merrill Lynch both 
warned yesterday that ana- 
lysts were overes tim at i ng 
predictions of company prof- 
its for nest year. 

Merrill said European 
equities were overvalued by 
about 5 per cent “People 
have looked through the val- 


ley of recession and growth 
Slowdown in 1989 and S think 
they are taking an awfhl lot 
on trust," said David Bow- 
ers, European equity strate- 
gist. “We don’t think enough 
has been done by global cen- 
tral banks to guarantee that 
we are going to see a strong 
recovery in the second half 
of next year." 

Credit Suisse said it saw a 
“10 per cent downside risk" 
for European exchanges in 
the near future. Low trans- 
action volume at the end of 


the year, augmented by con- 
cerns about economic and, 


in a significant increase in 
vbtafittty. 

"Despite downgrades, we 
Hrfnk earnings estimates are 
still too high.” it said. “Our 
top-down projections of earn- 
ings growth in 1996J999 and 
2000 are around SO per cent 
below consensus forecasts." 

The Dow Jones Industrial 
Average followed other indi- 
ces. riertmtog almost 1 per 
cent in early trading. 


Odds shorten on 
BET recovery 


US equities 
slip back in 
broad selling 


Paris extends losing streak 


EUROPE 


AMERICAS 


Sharply lower at the 
opening. Wall Street had 
recovered same lost ground 
by midday, with finanrfai 
nrtd high-tech shares weigh- 
ing on the market, writes 
John Labate in New York. 

The Dow Jones Industrial 
Average was down 5690 or 
0.64 per cent by early after- 
noon at 8,76496. Far worse 
was the foil in the Standard 
&Foor*s 500, which had lost 
14.79 or 1.27 per cent to 
U5US7. The Nasdaq compos- 
ite, which is weighted in 
high-tech shares, was down 
29.86 or 1.47 per cent to 
1999.45. 

As stocks fell back in 
broad selling, bonds made 
gai™ on new financial wor- 
ries in Japan, sending the 
long bond fi higher to 104 V4 
and trimming the yield to 
4983 per cent 

Analysts were mixed in 
their assessment of what 
Impact the impeachment 
proceedings against Presi- 
dent Clinton were having on 
Monday trading. 

“It's been a topic of con- 
versation among a lot of 
people I’ve talked to and 
people are trying to handi- 
cap it,” said Dan MatMsson, 
head stock trader at 
D .E. Shaw Securities in New 
York. 

Others, however, saw the 
market falling under the 
influence more of Its own 
loss of momentum. 

"The number one problem 
in the market is gravity. We 
were due for a correction," 
said Alfred Goldman, chief 
market strategist at 
AG. Edwards in St Louis. 
“The Clinton factor is greas- 
ing the slide but we’d be 
down anyway.” 

Toy manufacturer Mattel 
became the latest company 


to issue a profits warning, 
which sent its shares down 
more than 21 per cent or $&& 
to $23%. Other toy compa- 
nies were off as well, with 
Hasbro losing $1% to $33£. 

Leading the Dow lower, 
Disney shares were off $1% 
to $30% while IBM lost $3$ 
to $164%. But Boeing rallied 
after the recent sell-off, gain- 
ing $1* to $34%. 

In the telecoms sector, 
shares of Qwest Communica- 
tions rallied in early trading 
before falling on news that 
Microsoft would invest 
$20001 in the company. At 
midday, Qwest was $% lower 
at $42%. 

EUR Nabisco rose $£ to 
$28% after the company 
announced a round of job 
cuts and a writedown. 

Falling small-cap shares 
sent the Russell 2000 index 
down aSS to 391.68. 

TORONTO moved lower 
after Paul Martin, Canada's 
finan ce minister, ruled out 
two bag bank mergers. The 
300 composite index was off 
5596 at 6.208.40 at noon. 

Royal Bank of Canada lost 
15 cents at C$74.04 while 
planned merger partner 
B ank of Montreal shed 85 
cents at C$62.75. 

Toronto-Dominion and 
Canadian Imperial, which 
were also due to merge, both 
improved, adding 40 cents at 
C$50.60 and 15 cents at 
C$3490 respectively. 

In golds, Placer Dome 
came off C$2.30 at C$19.50 
after announcing the $Llbn 
takeover of Getchell Gold of 
the US. 

Barrick rose 15 cents to 
C$29.45 on the back of solid 
fourth-quarter earnings. 

Motor components group 
Magna International fell 
C$250 to C$97.75 following a 
downgrade to “hold” from 
“buy" at CS First Boston. 


Sao Paulo falls sharply 
on political worries 


Shares fell steeply in thin, 
early trading In SAO PAULO 
as political concerns and 
Wall Street's early decline 
hit sentiment. 

Leading stocks faced 
severe kisses with PetrobrSs 
off 1L6 per cent at RS130 and 
Tdebrfis receipts 7.9 per emit 
down at R$8990. The Bov- 
espa index was off 552 or 7.7 
per cent at 6,643 at mldses- 


MEXICO CITY moved 
lower in early trading in 
spite of a marked rally for 


bank shares. The IPC index 
was off 44.48 or Ll per emit 
at 3,83696 at midsession. 

Banks shot higher from 
the opening bell following a 
weekend resolution of the 
controversial Fobaproa bank 
bailout fund. Bancomer 
gained 15 centavos to 239 
pesos and Serfin 2 centavos 
to 85 centavos after touching 
an early high of 90 centavos. 

CARACAS suffered profit- 
taking, with the IBC index 
down 17994 or 39 per cent at 
4.43291 at midsession. 


French equities stayed dull 
with PARIS extending its 
losses to 109 points in three 
sessions. 

The C AC-40 index ended 
32.49 lower at 3,66391 in 
turnover that showed signs 
of early seasonal stress, 
trailing away to FFx8.7bn. 

Retailers blipped higher 
after US stores giant Wal- 
Mart announced plans to 
expand in Europe. Promodfes 
added FFr46 at FFr3900 and 
Casino FFr9 At FFr569. 
Carrefour pared early gains 
to close off FFr12 at 
FFr4,140. 

LVMH was hit by a bad 
day for stock markets in 
Asia, where the luxury 
goods group has a big cus- 
tomer base, and news of a 
passible acquisition. The 
shares tumbled FFr52 to 
FFr1,019. 

Banks were dull. BNP 
shed FFr2190 to FFr414 and 
CCF lost FFrll at FFr490. 
Motor components were 
under fire, too. Valeo fall 
FFr1890 to FFr406.60 and 
Micheli n FFr8 to FFrfflL 

FRANKFURT edged up 
from Friday's seven-week 
low. but investors remained 
cautious as turnover weak- 
ened, and the Zetra Dax 
index managed a rise of just 
2094 at 4.56396. 

Viag put on DM32 to 
DM922, encouraged by news 
that formal negotiations 
would start in January with 
Germany's energy industry 
to phase oat atomic energy, 
which provides a third of the 
country's power. 

Mannesmann eased 
DML40 to DM18260 after the 
communications and indus- 
trial company said it would 
merge its metals unit with 
SMS Schloemann Siemag to 
form a joint metals, plant 
engineering and construc- 
tion venture. 

The motor sector, under 
pressure early in the day in 
response to a weakening dol- 
lar, rebounded towards the 
close. BMW jumped DM46 to 
DM1,091, DaimlerChrysler 
rose DML15 to DM148.75 and 
Volkswagen put on DM6J5 
to DM125.40. 

The recently volatile Luft- 
hansa jumped DM1.39 to 
DM3490. 

AMSTERDAM moved 
lower in spite of a positive 
performance by Royal 
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Dutch, which pushed higher 
against the trend from the 
opening ten The AEX mdex 
ended off 597 at 1,06592 

Royal Dutch hit a session 
peak of FI 8990 before set- 
tling at FI 8790, up FI LAO as 
investors and traders 
digested the group’s trading 
presentation to analysts. 

KLM added 90 cents at 
FI 5390 and teteenma group 
KPN gained FI 1.80 to 
FI 80.10. Publisher VNU was 
the day's blue-chip laggard, 
falling FI 4 or 6.1 per cent to 
FI 6190. 

ZURICH was enlivened by 
a 5.4 per cent surge in Bal- 
oise as renewed takeover 
speculation linked the 
insurer with Germany’s 
Deutsche Bank. Trade was 
otherwise quiet and the SMI 
index closed just 39 easier at 
6 , 659 . 3 . 

Batoise, long rumoured as 
a prime acquisition target, 
shot up SFr76 to SFi-1,480 on 
rumours that Deutsche Bank 
might be interested in buy- 
ing the company. The Swiss 
group declined to comment. 

Analysts noted that specu- 
lation had escalated since 
the Swiss investment group. 
Incentive Investment, began 
building a stake, currently 
estimated at around 15 per 
cent 

News that Moody’s had 
lowered UBS's long-term 
deposit and debt ratings on 
Friday had little impact and 
the shares closed SFx2 
higher at SFr396. CS Group 
had a better day, putting on 
SFT3.75 to SFJ20Q90. 

AlGroup, under pressure 
in the past few sessions, 
rebou nded SFt67 to SFrL509. 

STOCKHOLM was weak as 
Wall Street and Asian mar- 
kets weighed on sentiment, 
and Ericsson remained 
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under pressure after last 
week's profits warning. The 
general index closed 5393 
lower at 3,02599 in below- 
average turnover of 
stftfiz bn 

Telecoms major Ericsson 
closed SKr390 lower at 
SErl82 and one broker 
warned that if the shares 
dropped below the SKrl80 
resistance level, they could 
fall SKrl5 to SKr20 further. 

Drugs major Astra, which 
said last week it would 
merge with Britain’s Zeneca, 
fall SKrl to SKriSL with 
some investors concerned 
that the deal might not go 
through. 

MADRID ended modestly 
higher after a volatile ses- 
sion. The general index 
closed up 0.63 at 813.27. 
Tobacco leader Tfebacaiera, a 
strong market lately, fell 
baric PtalTO to Pta3910 on 
profit-taking. 


Its unit Aldeasa gained 
' FtaXTO to Pta59flO after the 
duty-fre e arm was upgraded 
to “strong buy” at Santander 
Investments. . 

Milan was fffted from Its 
taws by gains in a handful of 
blue chips and the Kfibtel 
imfer fn-ricted flat. Up 9 at 
21960. 

BCX and wanm dl Roma 
rallied on speculation that 
there could soon be progress 
on their stalled merger 
plans. BO put on L338 to 
U0973 and Roma edged L4 
higher to 12.700. 

Olivetti had a good day 
after announcing a deal with 
its German telecoms partner 
Mamtesraann to buy the US- 

based Oft ykn- Communica- 
tions. Olivetti rose L61 to 
L4,776. 

Food group Creuxarim lost 
L2S7 to L6213 on Its second 
day of trade after Friday's 
disastrous debut. Traders 
said that the offer price had 
simply been too high. 

Telecom ffalfa edged 193 
higher to U396S ahead of a 
board meeting today. 

Analysts said that the 
mw i p a ny was not expected 
to announce a digftal-TV 
deal with Rupert Murdoch at 

the megHwg - 

Rwi put on LMfl to L9997 
as investors turned their 
attention once again to the 
stock and the energy sector 
in general 
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it is easy to overlook 
Romania, so p yvfori are the 
numbers. A capitalisation at 
SLSbn puts the Bucharest 
stock market right at the 
bottom of the east European 
pile, vriafle turnover of barely 
Hxn ona good day is risible. 

Performance, though, la 
another matter. The BBT 10 
index, the Bucharest bendi- 
mark, has advanced by 
almost 30 par cent since the 
start of November and Is up 
18 per cent In dollar terms 
over the past three months. 

It has to be borne In mind 
that the BET 10 - which 
came off 89 at 3889 yeafar- 
day - stood doser to 870 In 
March and still has a great 
deal of leeway to make up. 
What has happened over the 
past few weeks is a tentative 
bounce from a severely 
depressed teveL 

But there has been inves- 
tor buying and Romania n 
shares are suddenly being 
talked about as potentially 
the nut Mg recovery situa- 
tion - should the current 
round of negotiations with 
the International Monetary 
Fund bear fruit. 

In spite of a political back- 
ground that remains uncer- 
tain, the odds on fids hap- 
pening have begun to 
shorten. There has been a 
visible outbreak of economic 
reform: the go v er n ment hat 
pushed thxougi a number of 
privatisations, announced 
plans to dose loss-making 
state corporations^ taken * 
savage knife to spending rod 
made a start on fostering 
greater currency confidence. 

The last is what really 
counts with foreign money 
flows and if stability can be 
brought to Che leu, Che 
Romanian c ur re n cy, the 
stock market could be an 
instant beneficiary, given 
that a 1998 p/e of around 49 
compares with 229 for Hun- 
gary and 9.0 for Poland, - 

In a sense, comparisons 
with Hungary and Poland, 
that have effec- 
tively turned the comer, are 
misplaced. Although gross 
domestic product is still 



shrinking fast. It U begin- 
ning to lock as if Romania 
can at acaae time knock on 
the door of the east Euro- 
pean tap-tkr dub. 

Control of Romtetecom 
and the development bask 
RDB has gone to foreign 
buyers for a com b i n ed «bn 
and GE Capital la under- 
stood to be close to buy&g 
Post Bank. Some 49 state 
companies, which tost a 
combined $LOOm in the first 
half of 1988. have been eat 
marked for closure. 

Next year the rapid 
decline in GDP. down more 
than 13 par cent In tan 
years, should stabilise and 
take the heat off corporate 
profits. The government 
inflation target for next yrer 
is 35 per cent after 40 per 
cent to 1998, and could be 
Into single figures by the 
3000 elections. 

With the new finance min- 
ister getting to gripe with 
the budget .deficit .and 
talking of a balanced Midget 
next year, the IMF could 
we& renew the standby 
agreement that lapsed ear- 
lier this year; ■- 

“IT so. there is. significant 
upside for the stock market," 
says Harlan Zimmerman 
Foreign A Colonial. Some 
broker forecasts suggest the 
BET 10 could be 50 per cant 
higher in leu toms this time 
next year and up around 30 
per c ent in dollar terms. 

Jeffrey Brows 


Golds lead Jo’burg lower 


SOUTH AFRICA 


Shares in Johannesburg 
moved lower for the second 
session, slipping 55.0 to 
5,160.0 after another weak 
day for golds anri finanriinke 
Golds continued to track 
the bullion price which 


moved under $290 and was 
instrumental in «*raHng thp 
golds index down to a two- 
and-a-half-month low. It 
ended off 24.0 at 9119. 

Rand Merchant Rank tum- 
bled 81 cents to R8.15. 
Energy group Sasol feE 200 
coots to R2190. 


Tokyo drops on NCB moves 


ASIA PACIFIC 


Growing concern about 
credit risk created by the 
temporary nationalisation of 
Nippon Credit Bank sent 
TOKYO sharply lower, writes 
Deborah Haynes. 

The Nikkei 225 index 
closed below 14900 for the 
first time In more than a 
month at 14,111.62 down 
294.02 or 2 per cent, after 
fluctuating between 14,10286 
and 14949.18. 

The more representative 
Nikkei 300 index dropped 
4-28 or 19 per cent to 21897 
while the broader-based 
Topis index of all first- 
section stories fell 1795 or 1.6 
per cent to l ,10091. 

The momentum was down, 
with 872 stocks lower, 295 up 
and 147 issues unchanged. 
Volume was muted with 
only 320m shares traded. 

Export-oriented blue chips 
were hit hard by the yen’s 
rise a gahuft the dollar. Sony 
declined Y390 to Y8900 and 
Hitachi slipped Y15 at Y697. 

Motor manufacturers also 
suffered, with Honda drop- 
ping Y190 at Y4.000 and 
Toyota falling Y50 to Y3.010. 

The Bank of Japan's 
Umktm report on business 
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sentiment served to confirm 
negative speculation about 
the country's declining eco- 
nomic situation, but appears 
to have been priced into the 
market 

However, fears that more 
banks face nationalisation 
caused the sector to fall 27 
per cent. Sanwa Bank 
dropped Y63 at YI.Q22 In 
contrast. North Pacific 
ended the day up Y23, on a 
high for the year of Y57Q. 
Nomura Securities lost Y60 
to YL460. 

In Osaka, the OSB average 
was down 172 at 14990, 

BANGKOK was the day's 


severest Asian casualty, fall- 
ing heavily in light volumes. 
Thai Airways lost BtL75 at 
Bt43.75. The banks index 
came off 39 per cent with 
Thai Farmers down Btl at 
Bt53 and Bangkok Bank off 
Btl90 at Bt5090. The SET 
index fell 1290 or 39 per 
cent to 34790. 

SYDNEY continued to gof- 
fer from weak commodity 
prices and news of mining 
strikes. The All Ordinaries 
Index ended 53.5 or 2 per 
cent lower at 26769 while 
the overall resources inde x 
shed 3.4 per cent. 

BHP fell 44 cents to 
A$1096 and Woodside Petro- 
leum 24 cents to A$6.91. 
News Corp lost 57 cents at 
A$9.78. 

SINGAPORE feu sharply 
for a second day as investors 
sold blue-chip companies 
heavily. The Straits Timas 
Index closed 3L77 or 29 per 
cent lower at 197990. 

Profit-takers seemed to be 
active on the exchange, 
which recently rose 72 per 
cent m a week. The foreign 
index dropped almost 6 per 
cent yesterday. 

Fraser &Neave, the soft 
drink and property group, 
lost 26 cents or 5.1 per cent 



to end at S$494. The group 
revealed on Friday that Its 
profits for this year had 
plunged 74 pm- cent 
HONG KONG drifted lower 
as weaker overseas markets 
and concern over impeach- 
ment proceedings against 
President Bill Clinton 
gnawed at the marirot 
The Hang Seng iwdw in*? 
126.79 or 19 per cent to end 
at 992591 in turnover 
dried up to a quiet HK$39bn. 

Selling was seen across 
the board with HSBC Hold- 
ings dropping HKIi.50 to 
HK$1B790. China plays lost 
steam in fine with the gen- 
eral market trend and the 
red-chip China-Affiliated 
Corporations index fell 19 
per cent while H-shares 
slumped 21 per cent 
KARACHI saw renewed 
d em and, triggered by hopes 
of a restart in International 
Monetary Fund cash, and 
the KSE-1QQ index finished 
2205 or 29 per cent higher at 
96235. 

. Finance minister Ishaq 
Dar said on Friday that 
Pakistan expected a positive 
outcome from a meeting erf 
Paris Club creditors, which 
is discussing how to treat 
Pakistan’s debt 










